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THE DEMAND AND SUPPLY CONCEPTS: AN INTRO- 
DUCTION TO THE STUDY OF MARKET PRICE 
II 

Hitherto we have been engaged in the task of sifting from 
the rather heterogeneous mass of current thought, in regard 
to demand and supply, characteristics which admit of being 
arranged in a consistent series. We have now the far more diffi- 
cult task of discussing the effect upon these phenomena of a most 
significant modern economic development—the transition from 
money to credit economy. 

The current conceptions of demand and supply which have 
been dominant in economic thought take little or no account of 
this development. They rest on a naive assumption of impossible 
market simplicity. They assume a market in which buyers and 
sellers are engaged exclusively in the exchange of consumption 
goods for their own immediate uses, in which, in other words, 
there are no exchanges of intermediate goods, or relatively perma- 
nent productive agents, no credit sales, and no bargains for future 
delivery. In short, they assume a market in which the time 
element is lacking. It is our purpose now to rise above this 
naive conception of the market and to consider, sixthly, the effect 
upon the general character of demand and supply of the fact that 
bargains for purchase and sale are concluded with reference not 
only to the quantity and price of commodities, but also to the time 
of delivery and payment. In doing this we shall have by no 
means fully discussed the demand and supply effects of the time 
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element. We shall have considered time merely in its relation 
to the general concepts ‘demand” and “supply.” Realizing the 
strangeness of the country through which we are to travel and 
the danger of going astray without the aid of familiar guide- 
posts, our attitude in this discussion will be that of an explorer 
who maps out the region as he sees it, but, realizing the limited 
range of his vision, waits eagerly the accounts of other travelers.’ 

If we are to understand the demand and supply potency of 
the bargain-time element, we must determine the effect of varia- 
tions in the time of payment and delivery upon the willingness 
and ability of prospective dealers to offer and to take goods in the 
market. This involves first a discussion of the relation between 
valuation and the lapse of time. 

Intelligent observation of empirical data seems to show that 
the postponement of the possession of a good detracts from the 
present worth of its acquisition. For example, the present worth 
of a dinner to a hungry man just drawing up to it is greater than 
the present worth of the command by the same man over the 
same dinner postponed till the next day. A tired worker just 
starting on his annual vacation places a higher estimate on its 
worth to him than he does upon the power to command the vaca- 
tion of the following year. The economic explanation usually 
offered for this generalization is in the main this: that deferred 
gratifications* are lessened in prospect. But whatever the psy- 
chological or psycho-physical basis of this fact may be, for the 
economist the proof of its generality must finally rest on simple 
experience. It is always open, therefore, to challenge from this 
standpoint ; but, clearly defined, it appears to stand the empirical 
test. In order to show this we shall have to inspect it somewhat 
more closely. 


*The writer wishes to acknowedge his indebtedness to Professor Frank A. 
Fetter for directing his attention to the pervasiveness of the time element in 
modern economy, for fundamental notions in regard to the relationship between 
valuation and the lapse of time. He is also indebted, for important suggestions 
which have been worked out in the discussion, to Professor Herbert Joseph 
Davenport. 


* “Gratification,” whenever it is used in this thesis, must not be interpreted 
as identical with pleasure or happiness in the crude hedonistic sense. It is here 
used to mean simply that complex of considerations which, together with its nega- 
tive, determines choice. 
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It is not claimed, then, by those who intelligently adhere to 
this generalization, that the gratifications derived from an object 
postponed are actually lessened, or, to put the matter more objec- 
tively, that the worth to us of postponed goods is necessarily 
actually lessened. The enhancement to us of the worth of goods 
that we have previously stored up is among the commonest eco- 
nomic experiences. Evidently, then, the proposition must not be 
taken to mean more than that the postponement of the use of a 
good makes it of less worth to the individual at the time of the 
postponement than it would be if immediately used to gratify his 
needs. That is to say, the estimates compared, if this proposition 
is to be valid, must be of present as against future worth made 
by the individual at a single moment of time. 

But will the proposition thus interpreted hold? Evidently it 
will not. The very fact that rational men do postpone the con- 
sumption or use of goods in their possession or under their control 
negatives the proposition as thus stated. The hungry man posses- 
sed of a dollar does not contemplate eating two fifty-cent dinners 
today, and partly at least because he realizes that a greater sum 
of gratifications is to be had, or that to a greater extent his pur- 
poses are to be subserved, by distributing the dinners over both 
today and tomorrow. So also the tired worker who can command 
at will a month of vacation within two years very likely chooses 
to postpone half of it because of his belief that he will thus get the 
maximum of gratification or better subserve his purposes. The 
hungry man knows that he will be hungry again tomorrow, and 
if he believes that his hunger then will be keener than today at 
the end of the first dinner, he may fix the future at a higher point 
than he will the present worth of it. The worker will be 
influenced by similar considerations, and in addition his action 
may be influenced by differences in the vacation possibilities of this 
and next year. If circumstances are such that this year he will 
be forced to spend his vacation in the city, while next year he 
believes that he will be able to take it at the seaside or in the 
mountains, where he feels perhaps that he may derive greater 
benefit, it is very probable that even at the present time the future 
vacation may seem the more desirable of the two, and he may 
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even decide to forego any relaxation this year in order to spend 
the two weeks at present under his control in a more desirable 
manner in the future. Evidently, then, we must still further 
restrict the main proposition by stipulating that the comparison 
must not only be of the present as against the future worth of the 
good made at the time of postponement, but also that the indi- 
vidual making the comparison must assume that the relation of 
his need to the good will be essentially identical at the two points 
of time, and that the good itself will have essentially the same 
want-gratifying power in the future as at the present. Only if all 
these allowances are made can we say with certainty that the good 
postponed will appear to be of less worth than the good present. 

It may appear now to the reader that we have emasculated our 
proposition. This, however, is not true. We have merely guarded 
it against misstatement. The proposition was not that a post- 
poned good is lessened in value, but that the postponement of the 
possession or use of a good detracts from the present worth of 
its acquisition to the individual concerned. That is, that post- 
ponement per se detracts from estimated worth of acquisition. The 
actual present worth of the postponed good to the individual is an 
algebraic sum in which a discount for time always figures as a 
negative term. The actual result may be an amount which is 
more or less than the worth of the good for present uses, accord- 
ing to the specific variation in the other elements which we have 
considered. Postponement itself, however, is always an element 
lessening the present worth of acquisition of the postponed good ; 
and it seems clear, moreover, that this lessening of worth is in 
direct ratio® to the extent of postponement, so that ultimately, if 
the postponement is long enough, the actual present worth of the 
postponed good, regardless of the accessory circumstances, must 
be diminished, falling in the extreme case to zero. 

Our first assumption, then, in regard to the effect of post- 
ponement upon valuation appears to be sound when tested by the 
facts of everyday life. However, it is to be observed that we 


* This statement is not intended to be taken as indicating that the lessening 
of worth is in exact ratio to the increasing of the time of postponement. It is 
merely intended to indicate that as the time of postponement increases the 
lessening of worth increases. 
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have thus far considered only one of two equally important 
specific aspects of the question. Market bargaining involves not 
only prospective acquisition, but also prospective relinquishment 
of goods. Bidders contemplate not only the gratifications to be 
acquired in the acquisition of goods with their uses, but also the 
gratifications to be sacrificed in the relinquishment of goods with 
their uses. The willingness and ability of A to take corn, for 
example, means his willingness and ability to offer money or 
some other good. Just as, then, we have considered the effect of 
postponement of possession or acquisition upon estimates of 
worth, so we must consider the effect of postponement—of relin- 
quishment—i. e., of non-possession ; for the bargain-time element 
concerns the time both of delivery and of payment. 

At bottom the latter problem seems to be the reciprocal of the 
one just considered. Relinquishment is the reciprocal of acquisi- 
tion, sacrifice of gratification, the postponement of delivery the 
reciprocal of the postponement of payment for the same good. 
Accordingly, we should expect to find the effect upon worth of 
postponed relinquishment to be the reciprocal of the effect of post- 
ponement of possession. And this, in fact, seems to be the case. 
That is to say, the postponement of the payment for a good 
detracts from the present negative worth of relinquishment. Or, 
to put the matter in positive terms, the postponement of payment 
detracts from the present estimate of the worth to be relinquished. 
The psychological explanation of this fact is usually considered to 
be that postponed sacrifices are lessened in prospect. But, what- 
ever its psychological basis, the main proposition seems amply 
proved by introspection and observation. 

However, this proposition must, like that concerning the 
effect of postponed acquisition, be strictly construed. It does not 
mean necessarily that the sacrifices undergone in the relinquish- 
ment of an object are necessarily lessened by postponement of the 
relinquishment, nor that the present estimate of the worth to be 
relinquished is always lessened by postponement of relinquish- 
ment. It means simply that, when the individual making the com- 
parison assumes that the relation of his need to the good is to be 
the same in the future as at present. and that the good itself is to 
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be essentially the same, postponement of relinquishment will then 
lessen the estimate of the present worth to be relinquished. In 
other words, postponement of relinquishment per se detracts from 
the estimated present worth to be relinquished, or sacrificed. This 
being admitted, observation and introspection seem to show also 
that the lessening of the sacrifice of relinquishment as estimated 
in the present is, other things being equal, in direct ratio* to the 
length of time that relinquishment is postponed. 

The relation between valuation and the lapse of time seems 
then in its main aspects to be clear and simple. Postponement 
lessens the present importance both of deferred gratifications and 
of deferred sacrifices. Clear as may be the reasoning upon which 
this conclusion is founded, however, it must not be accepted if 
it can be shown to do violence to any of the undoubted facts of 
the market. Before attempting, then, to use it in generalization, 
in connection with the characterstics of demand and supply, it 
will be well to consider quite carefully possible contradictions to 
its validity in actual market experience. 

It seems reasonably clear, then, that if all the bidders in the 
market were men for whom the good bid upon and the good used 
in making payment had a direct personal and present use in con- 
sumption, postponement would always discount the present worth 
of gratifications and sacrifices, and that the conclusion which we 
have drawn would, of necessity, be universal in its application. 
But is it true that all the bidders in the market have a direct and 
immediate use in consumption for their goods? Evidently it is 
not. Barring money from consideration, in order to free the 
subject from unnecessary complication, by assuming that it is a 
good which may always be considered as desired for personal and 
immediate use, there are two cases at least where the interest in 
the goods taken by prospective purchasers and sellers is not of 
this nature. There are cases, first, where the bidder has personal 
use for the good in question, but the usefulness of it to him lies 
exclusively either in the present or in the future. A contractor, 
for example, who is to construct a building the coming season, 
has no use in consumption for materials at present, but he is likely 


*See p. 404, n. 3. 
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to be in the market now bidding for the goods to be delivered in 
the future at the time of his need. Secondly, there are cases 
where the sole interest of the bidder in the good in question is 
speculative in its nature; that is to say, where the bidder expects 
simply to pass the good acquired along at a profit, having no 
consumptive use for it, either present or future. The situation is 
so familiar that it needs no illustration. Both cases apparently 
involve exceptions to the bargain-time discount rules which we 
have formulated. The question for us then, is: Are these excep- 
tions real or merely apparent? Let us examine each case 
separately. 

Considering buyer and seller, and both good in question and 
means of payment, there are eight possible variations of the first 
case. They are, however, merely permutations of which the 
example already cited is typical. We shall be warranted, there- 
fore, in confining our attention to this example. Can we say, 
then, truthfully that where the prospective purchaser—e. g., the 
contractor—has little or no present use for the commodity in 
question, the postponement of its delivery to a time when he has 
a positive or relatively great use for it detracts from its present 
worth? Such a statement is, on the face of it, obviously absurd. 
But does this concession invalidate the principle of time discount? 
Reference to what has already been said justifies a negative 
answer. As we have seen, only where the relation between the 
good and the needs of the individual concerned are assumed to be 
identical does the postponement of delivery necessarily result in 
a positive detraction from the present worth of the good. In so 
far, then, as the contractor may have present need for the com- 
modity identical with his future need, we are still justified in 
assuming that postponement of delivery per se lessens the present 
worth of acquisition, and will affect negatively the amount of the 
good which he will be willing and able to take at a certain hypo- 
thetical price per unit. 

But does this argument really dispose of the present case? 
Here we have a typical market situation, where on assumption 
there is no possible identity between present and future needs 
dependent on the good, because the prospective purchaser has no 
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present use for the good Although, then, the principle of time 
discount remains valid where it applies, does not this case indi- 
cate that there are market situations which include the element of 
postponement where the principle of discount is not involved; 
in other words, have we not shown that the principle of time dis- 
count, while operative in certain market cases, is not of universal 
market application? Apparently this is true; but it will not do 
to give an offhand answer to a question of such great importance. 
We must examine it with all due care. 

Really we have here two distinct questions: (1) Is the time 
element as a factor determining demand or supply at all involved 
in a case of this kind; and (2) if so, does postponement here oper- 
ate as a discount factor? Let us consider these questions in 
detail. 

First, then, in the case supposed above, where it is assumed 
that the prospective purchaser has no present use for the good, 
is the time element at all involved—does postponement in any 
way affect the present worth of the good? The argument against 
any such effect seems offhand, simple, and cogent: If there is no 
present use for the good, there is no present need for it ; how then 
can its immediate possession have any present worth, and how 
then can any comparison be instituted between the worth of pres- 
ent and future delivery? But if no temporal comparison can be 
instituted, it surely cannot be said that time enters as a factor into 
the problem. 

This line of argument might perhaps be successfully com- 
bated by the subtle assumption that no case really can exist 
where goods are purchased for future delivery in the absence 
of a present need. And it seems not unreasonable to say, in sup- 
port of this view, that where the individual, as in this case, has no 
present use in consumption for the good in question, the insurance 
of the satisfaction of his future need for it creates of necessity 
a very positive present need—the need of present control through 
purchase. Holders of this view would assert that the actual 
presence in the market, at the moment, of prospective purchasers 
for future delivery would be inexplicable on any other assumption. 

But the possibility and actuality of temporal present-worth 
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comparisons where goods are sought to be purchased for future 
delivery can be shown by a slightly different, and perhaps less 
subtle, line of reasoning. The essential purpose of the prospective 
purchaser in such a case is to secure a coincidence with the needs 
of a certain time in the future of the means for their gratification. 
This coincidence has a present worth to him, the simple proof of 
which is the insertion in such bargains of a forfeit to be paid in 
case of non-delivery at the time specified. The existence of this 
present worth being granted, it follows that it varies with the 
possibility of contract failure. Possibility of delay of means 
beyond the point of time when the needs are anticipated obviously 
would lessen the present worth of their future possession, and it 
is easily conceivable that the same effect might result from prema- 
ture delivery of the goods in question. There seems no doubt, 
then, that the time element does operate as a factor determining 
demand and supply in the class of cases typified by the purchase 
for future delivery in the absence of present consumptive needs. 

This brings us to the second question in connection with such 
cases: Does postponement invariably operate as a discount fac- 
tor. The example just cited seems to require a negative answer, 
and thus to nullify the universality at least of the general assump- 
tion that postponement always detracts from the present estimate 
of gratifications to be acquired or sacrificed, and affects therefore 
in an invariable manner demand and supply. Are we driven at 
last, then, to abandon or modify this principle? No. Sound 
reason reveals it still triumphant. Where the need which prompts 
to purchase is wholly assigned to the future and therefore condi- 
tions are such as to cause a bargain for a future delivery, we may 
still say with truth that the present worth of the gratifications to 
the purchaser which the good represents is less than it would have 
been had the want in question been felt in the present instead of 
in the future, and had the conditions therefore existed which 
would have caused a bargain for present delivery. 

In this case it is the need itself that has undergone discount, 
for time and discount of the need obviously involve, in this case, 
discount of the gratifications associated with the object which 
stands in causal relation to the satisfaction of that need. In this 
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case, therefore, we may still say with truth that the amount of the 
good which the prospective purchaser is willing and able to take 
at a specified price is less than it would have been if conditions 
had been such that the bargain might have called for present 
delivery. In short, there is nothing in this type of cases which 
invalidates our general principle that postponement detracts from 
the present estimate of gratification and sacrifice. 

Before, however, we can accept this principle and the con- 
clusions to be drawn from it without reserve, we must examine 
the second apparent source of exception to its validity. There are 
cases, then, in the market where the sole interest of the bidder in 
the good in question is speculative in its nature; that is to say, 
where the bidder expects and desires simply to pass the good on 
again at a profit. Apart from retail dealing, this seems to be 
almost the typical market attitude. Under such circumstances 
can it be said that future delivery detracts from the present worth 
of the good? To get a concrete instance to work upon, take the 
case of a dealer in wheat on the produce exchange, who, having 
no interest in wheat except as a trader, determines in March 
to buy for May delivery. Can we say that the postponement of 
delivery in this case acts as a discount on the worth of the acquisi- 
tion to the prospective purchaser? At first blush an affirmative 
answer seems absurd, but iet us analyze the situation carefully. 

The need which the prospective purchaser has for wheat is 
represented by his desire to turn over his capital at a profit. The 
strength of this need is in proportion to the percentage of profit 
that can be made on the operation. The motive of the prospective 
purchaser in desiring to contract for future delivery is based on 
his belief that the selling price at that time will exceed the pur- 
chase price to a greater extent than it does at the present moment. 
But, as his need is measured by his profit, this is to say that his 
need for wheat in May is estimated by him to be greater than his 
need for it at the present moment. And it is this difference in the 
relation between his wants and the good at the two different 
points of time that causes him to prefer the future delivery. If 
the principle at stake has been clearly comprehended, this analysis 
of the situation shows at once that the present case forms no 
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exception of its operation. If the estimated money profit to be 
obtained by delivery in May were no greater than the profit result- 
ing from delivery in March, it is obvious that March delivery 
would be preferred. But this is merely saying that, in so far as the 
estimated needs dependent on the good in question are identical 
at the two periods of time, the postponement of delivery detracts 
from the present worth of the good. 

In the absence of contradictory evidence, then, we seem justi- 
fied in accepting, provisionally at least, and properly interpreted, 
the principles that the postponement of the possession of a good 
detracts from the present worth of its acquisition, and that the 
postponement of the non-possession or giving-up of a good de- 
tracts from the present estimate of the sacrifice involved in its 
relinquishment. In the absence of contradictory evidence, also, 
we seem justified in assuming that these principles underlie and 
affect the estimates of market bidders in all cases connected with 
the prospective purchase or sale of goods where postponement of 
delivery or payment, or both, are contemplated. If this much be 
granted, the following conclusions in regard to the general rela- 
tion between the time element on the one hand, and individual 
demand and supply motives on the other, must also be provision- 
ally accepted: (a) In the case of the prospective purchaser, first, 
postponement of delivery must tend to lessen the willingness to 
take a good from the market, because it lessens the present worth 
of the good to be acquired, and we can safely assume that a man’s 
willingness to purchase goods, other things being equal, will 
depend on his estimate of their present worth to him; secondly, 
postponement of payment must tend to increase the willingness 
and ability to take a good from the market because it lessens the 
present worth to be sacrificed, and a man’s willingness and ability 
to purchase, other things being equal, obviously depend on the 
extent of the sacrifice made at the time of the bargain. (b) In 
the case of the prospective seller, first, postponement of delivery 
must tend to increase the willingness to bring forward a good in 
the market, because it lessens the present worth to be sacrificed ; 
secondly, postponement of payment must tend to lessen the will- 
ingness and ability to bring forward a good in the market, because 
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it lessens the present worth of the payment to be received. (c) 
It follows that at any given hypothetical price series, other things 
remaining*the same, first, postponement of delivery must tend to 
decrease the demand of individual bidders in the market for any 
given good, and to increase the supply of the good which indi- 
vidual bidders will bring forward to the market; secondly, post- 
ponement of payment must tend to increase the demand of 
individual bidders in the market for any good, and to decrease the 
supply of the good which individual bidders will bring forward to 
the market. (d) Finally, on our original assumption that total 
market demand and supply of any good represent the summation 
of the demand and supply of individuals, we reach the conclusion 
from the above that, first, all other things remaining the same, 
postponement of delivery must tend to decrease the total market 
demand, and to increase the total market supply of any given 
good; secondly, postponement of payment must tend to increase 
the total market demand, and to decrease the total market supply 
of any given good.5 

Thus we finally and definitely seem to have estabJjished as a 
sixth general characteristic that the demand and supply of a 
commodity are to be expressed as correlations of the three fac- 
tors—quantity, price, and time. It remains in this connection 
to exhibit concretely the general character of these phenomena 
as resultants of this threefold correlation. 

We have seen that, abstracting from the time element, demand 
and supply may each be expressed as a single schedule of corre- 
lated quantities and hypothetical prices ; the demand schedule rep- 
resenting the varying amounts of the good in question, which 
prospective purchasers are willing and able, or are imputed to be 
willing and able, to take at all possible hypothetical prices; the 
supply schedule, the varying amounts which prospective sellers 
are willing and able, or are imputed to be willing and 
able to bring forward at corresponding hypothetical prices. 
If we accept these schedules as adequate concrete expressions 
of demand and supply, when the time element is disre- 


®In all this the reader is begged to bear in mind that the term “market” is 
used in the abstract generic, and not in the specific, sense. 
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garded, it becomes obvious that they are also perfectly valid ex- 
pressions of demand and supply when the time element is taken 
into consideration, provided that this element is assumed to be 
invariable. That is to say, if in the market, bargains invariably 
specified exactly the same conditions in regard both to detivery 
and to payment, the calculations of prospective purchasers and 
sellers would always be made on the assumption of an invariable 
temporal agreement, and the single schedules which we have used 
would still be adequate expressions of demand and supply con- 
sidered as correlations of the three elements. Let us then assume, 
as we may without error, that these schedules adequately represent 
demand and supply in the case of the simplest bargain type— 
where, that is to say, the market agreement calls for cash down 
and immediate delivery. Our present task will then be to show 
how this schedule must, if at all, be modified, or what, if any, 
additional schedules must be constructed in order to give a com- 
plete expression of demand and supply under all possible temporal 
bargain conditions. 

In general, there seem to be three solutions of this probiem 
which are worthy of consideration Each of these is based on a 
distinct notion in regard to the essential nature of time as a 
market factor. In the first solution time is assumed to be an 
independent good bought and sold in the market; in the second, 
time, in its double market aspect, is regarded as an essential ele- 
ment, on the one hand of price, and on the other of the good in 
question ; in the third solution both these assumptions are denied, 
and time is looked upon, as hitherto in this thesis, as a distinct 
market-bargain factor co-ordinate with price and quantity of 
good. We shall consider these solutions in order. 

According, then, to the first view expressed above, a given 
concrete market bargain, where the time element is present, is 
not the resultant of a simple co-ordination or correlation of the 
three elements—quantity, price, and time. It is rather the final 
resultant or compound of two independent correlations—a cor- 
relation of price and quantity, and another correlation of price and 
time. In other words, every concrete market bargain represents 
logically the resultant of two acts of purchase and sale. That 
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is to say, first, the good in question is itself purchased or sold 
for a given price regardless of any temporal consideration, and, 
secondly, the privilege of postponing delivery or payment, or 
both, is bargained for at a certain price. The price finally actually 
paid, then, is to be looked upon as the sum paid for two goods— 
for a certain quantity of commodity and for a certain temporal 
privilege. 

To make the matter perfectly clear, take a concrete case. A 
sells a ton of coal to B to be delivered at once and paid for one 
month from date. This matter, which appears superficially as a 
single bargain, really involves two independent transactions, 
according to the view under examination: first, the purchase by 
B of a ton of coal at a certain price, and, secondly, the purchase 
by B at another price of the privilege of postponing payment for 
one month. Or, looking at the matter from the opposite stand- 
point, we may say that A sells, first, a ton of coal at a certain price 
and, secondly, the privilege of postponement of payment at a 
certain price. The illustrations might, of course, be greatly varied 
according to the temporal bargain conditions assumed and the 
particular standpoint taken, but this will be sufficient perhaps to 
indicate the essential significance of the double-bargain proposi- 
tion. 

In this view, then, there is in the market at any time a single 
prevailing price for any given commodity, and time is simply one 
of the commodities bought and sold, having therefore its own 
single prevailing rate or price. It follows that, in all bargains 
for commodity * where postponement of payment or delivery is 
agreed upon, while the superficial observer, assuming that the com- 
modity alone is purchased and sold, sees evidence of a variation in 
the price of the commodity x, the enlightened observer knows that 
the real price paid for + is the same regardless of the temporal 
agreements, and sees in the apparent variation of price a purchase 
of time—the price paid for time acting as an equalizer in all con- 
crete sales. The view here expressed, it is pointed out, receives 
confirmation in the everyday language of the market when we 
speak of selling a good at a certain price, so much off for cash, 
or so much additional for credit. 
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This analysis and illustration of the concrete nature of a 
market sale indicate clearly how, according to the first solution 
named above, the time element finds concrete expression in 
demand and supply. Whenever in the concrete case the prospec- 
tive purchaser or seller of a commodity (not time) contemplates 
the possibility of purchasing or selling for future delivery or pay- 
ment, he enters the market with at least two distinct schedules in 
mind—one representing demand or supply, as the case may be, 
of the commodity (not time), the other representing demand or 
supply of time. 

For example, A, let us suppose, is a prospective purchaser of 
some commodity, +. If he is altogether unwilling to accept post- 
poned delivery and is committed irrevocably to cash payment, 
the time element will not enter into his considefations, and his 
demand for + may be adequately represented by the single sched- 
ule given on page 423. In so far as all prospective purchasers 
in the market are in the same mood as A, this schedule may be 
made adequately to represent the general demand for x in a 
given market. If A, however, desires credit, or will consent to 
postponement of delivery, he will naturally enter the market with 
more or less well-defined notions of what he is willing and able 
to do in case credit may be obtained or immediate delivery is to 
be foregone. That is to say, he will take into consideration the 
time element. In such cases, according to the double-bargain 
theory, it is evident that, in addition to the schedule of the 
amounts of the good x that he is willing and able to take at all 
varying hypothetical prices, he will have in mind also a time-price 
schedule. This additional schedule will represent time discounts. 
It will consist, in case he contemplates postponement of delivery, 
of the varying lengths of time of postponement which he is willing 
and able to allow at various hypothetical discount rates or time 
prices. If he contemplates postponement of payment, his time 
schedule will consist of the varying amounts which he is willing 
to pay for varying degrees of credit extension. But these time 
schedules, according to this view, represent in the first case supply 
and in the second case demand for a quite distinct commodity. 
They exist and are specifically determined quite independently of 
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the commodity x, whose price under all temporal conditions is 
invariable, and whose demand is still the simple, original schedule 
given. Similar illustrations might be given for supply, which is 
held to be in all essential respects analogous to demand. 

To sum up, then, according to the view just considered: The 
real price paid for any commodity (not time) is always its cash- 
immediate delivery price; the real demand and supply of any 
commodity (except time) are the varying amounts of it which 
prospective purchasers and seilers are willing and able, or are 
imputed to be willing and able respectively, to take and bring 
forward at all possible hypothetical prices; time is an independent 
commodity or good; the price of time is the prevailing discount 
rate; the demand and supply of time are respectively the varying 
amounts of credit extension for which bidders are, or are imputed 
to be, willing and able to pay varying hypothetical prices, and the 
varying amounts of postponement of delivery which bidders are, 
or are imputed to be, willing and able, to allow at varying hypo- 
thetical prices ; any erdinary concrete bargain in which time enters 
as postponement of delivery or of payment, or of both, involves 
two distinct price payments and two distinct demand and supply 
calculations; that is to say, in such a market-bargain the three 
elements—quantity, price, and time—are finally correlated 
through the summation of the results of two simple correlations 
of two terms each. 

This view of the nature and effect of the market time element 
apparently makes the objective demand-and-supply problem a 
very simple one. We must now inquire whether there are any 
serious objections to its acceptance. 

In the first place, is there not an element of unreality in this 
subtle analysis of the market situation? Does not this view place 
a strained interpretation upon the actual attitude of men who 
enter the market contemplating credit and future delivery bar- 
gains? These are questions, of course, on which the mere observer 
can secure only inferential evidence. The positive data are 
entirely subjective, and no man can, apart from elaborate induc- 
tive study, give positive answers except for himself. There is 
room here, therefore, for honest difference of opinion. 
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It is the opinion of the writer that the typical bidder who 
enters the market to purchase or sell a given commodity is not 
consciously contemplating bidding for two distinct goods. He is 
certainly conscious of the existence and significance to him of the 
time element in connection with the commodity which he intends 
to buy or sell; but does he not always think of the time element 
as most intimately associated with the good—as a quality which 
modifies for him the usefulness of the commodity in question? 
That is to say, does not the time element appear to him always as 
somewhat in the nature of a coefficient of some other good, and 
while, as in the loan market the coefficient appears to outrank the 
importance of the good itself, are not these two things always 
thought of as standing to each other, not in arithmetic, but in 
algebraic relation? It appears to the writer that this is the case, 
and that this attitude is but the natural reflection of the essential 
nature of the objective situation. The fact is that, if it should 
prove to be true that time is an economic good, it would certainly 
not be a substantive, but always an adjective good. That is to 
say, time is never an independent market commodity and has sig- 
nificance in the market only as attached to some substantive com- 
modity or commodities. Mere time, in other words, is not bought 
and sold. It has no demand-and-supply schedule, and no price 
apart from some other good. If this be true, however, we seem 
forced to abandon the double-market-bargain theory in favor of 
one or the other of the alternative views earlier suggested.® 

The argument against the double-bargain theory leads up to 
the second hypothetical solution, mentioned on page 408, which is 
based on the assumption that time in its market relationship is an 
essential element, on the one hand of price, and on the other of 
the good which prospective purchasers and sellers are contemplat- 
ing. According to this view, whenever a good is bought and sold 
in the market, and the time element is present, this element does 


*The really decisive consideration against what we have called the double- 
market-bargain theory of demand and supply lies outside the possible scope of 
this paper. It will appear in the sequel, however, that when the time element 
enters into the bargain for a commodity, the true basis upon which is reckoned the 
utility of the commodity per se as supply is essentially different from what it is 
when the bargain contemplates immediate cash payment and immediate delivery. 
To the initiated this fact is conclusive evidence. 
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not appear either as a distinct good which is separately bargained 
for, or as a distinct and independent bargain element, but is 
assimilated, in the case of postponement of delivery, with the 
good, and in case of a postponement of payment, with the price. 
In other words, every variation in the market-bargain time ele- 
ment in connection with the purchase and sale of a given physical 
or objective commodity creates a new good or a new price. In 
short, from this standpoint a single kind of physical commodity 
in the market, uniform in quality—as for example, No. 1 May 
wheat—really consists of as many different and distinct kinds of 
economic goods as there are variations in the time of delivery con- 
templated by prospective or actual purchasers and sellers; and, 
on the other hand, a given amount of money which is to be paid 
for a unit of the physical commodity, say a bushel of wheat, really 
constitutes as many different prices as there are different degrees 
of postponement of payment contemplated by prospective or actual 
purchasers and sellers. Whenever, therefore, a variation occurs 
in the market time element—for example, when the time element 
is introduced as credit—it does not mean that an amount of a 
good is offered or taken at the same price as before, but that a 
new price for this article exists. Also, when the time element 
enters as a postponement of delivery, we have a new good, and 
thus evidently a new and distinct price problem. 

To make this matter perfectly clear, take again a specific 
example. A wishes to buy a ton of coal from X, for which he is 
willing to pay $5 cash for immediate delivery; B also wishes to 
buy this ton of coal, and is willing to pay $5 cash for delivery 
three months later ; C also wishes the coal, but demands immediate 
delivery, and is willing to pay $5 one month from date of sale and 
delivery. Now, according to the view which we are contemplat- 
ing, under these crcumstances this ton of coal is not one but two 
distinct economic goods. If A or C succeed in trading, they get a 
different good from that obtained by B if he secures the coal. 
On the other hand, if A or B trade, they pay a price for the coal 
which is different from that which C pays if he succeeds in mak- 
ing a bargain for it. 

If this view be accepted, the problem of the effect of the time 
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element on demand and supply—the final correlation of the three 
market elements—is solved by merging the third element (time) 
with either or both of the other two; in short, by denying its inde- 
pendent existence. The number of distinct goods and of possible 
prices in the market is enormously increased, but the demand and 
supply of each good is adequately represented by the simple 
quantity-price demand and supply schedules and curves which we 
have already constructed. The only changes which we should 
be obliged to make in our demand and supply illustrations would 
be that, on the one hand, instead of constructing a single demand 
and a single supply schedule or curve for commodity x, we should 
be obliged to construct separate schedules and curves for commod- 
ity « delivered immediately, for commodity x delivered three 
months from date, or at any other time; and, on the 
other hand, instead of allowing $5 to represent one price 
in the construction of each of these schedules and curves, 
we should be obliged to allow $5 to represent a descending 
series of prices, beginning with $5 cash and running down to the 
greatest possible hypothetical credit extension in the market. In 
concluding this exposition, it should be noted that, though, 
according to this view, the demand and supply of a single eco- 
nomic good are adequately represented by schedules and curves as 
simple as these which appear on page 423, still the demand 
and supply of any given physical commodity in the market where 
the time element appeared in the form of variable degrees of post- 
ponement of delivery could be completely expressed only by a 
series of irreducible schedules and curves analogous to those just 
mentioned. 

What, now, is to be said as to the validity of this disposal 
of the time element:as a demand-and-supply factor? As in the 
case of the double-market-bargain theory, it does not seem wise 
here to dogmatize. Here also there seem to be reasonable grounds 
for honest difference of opinion. However, again it appears to 
the writer that the best solution of the problem has not been 
found. If we were at liberty to construct a new economic ter- 
minology, there might perhaps be no fundamental objection to 
defining price as a definite amount of a price-good paid at a 
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definite time. In the terminology which we have, however, price 
seems to have no such general connotation, but is understood to 
be a definite quantity of a given commodity simply. On the other 
hand, it must be admitted that we have the beginnings of such a 
terminology in such expressions as “price, $5 net.” Still, as 
things stand, price seems to be an objective thing. It is an 
amount of a commodity paid; it is a dollar, a bushel, a day’s 
service, a sonata. It has its varying subjective worth, like all other 
objective things. But it would seem to be straining the point to 
say that it is a different price when this worth varies. If this 
view were taken, a good which sold invariably for $5 cash would 
have as many different prices, for aught anyone could tell, as 
there might be different individual purchasers of it. If variation 
in the time element is, however, assumed to alter price, it is simply 
because of the variation in the subjective worth of the given 
amount of objective commodity paid at the different times. But 
if we cannot say that $5 is a different price when paid by A than 
when paid by B, because of difference in subjective worth, how 
can we say that it is a different price when paid by A at two 
different periods, because it represents at the different periods dif- 
ferent subjective worths to him? If we are to avoid unnecessary 
readjustments of terminology, it would seem necessary to reject 
the idea that the market time element as represented by postpone- 
ment of payment may be assimilated with price. 

Turning to the other side of the question, the objections to 
the view under discussion seem to be at least as potent. Accord- 
ing to this view, it will be remembered, every variation in the time 
of delivery of a given physical commodity makes of it a new eco- 
nomic good. If we view this matter from the standpoint of two 
individuals, the proposition at once appears untenable. Surely +, 
other things remaining the same, is one and the same good though 
A, desiring it, demands immediate delivery, while B is willing 
to accept it a month from the date of the bargain. The exigencies 
of theory do not seem to warrant us in wrenching ourselves loose 
from the common-sense point of view with such violence as the 
denial of this proposition would require. Moreover, if we look at 
the question from the standpoint of a single individual, the 
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outcome seems equally unfavorable to this view-point. The 
reason for asserting that a change in the time of delivery creates 
a new economic good is evidently that the objective or physical 
commodity plus postponement does not mean the same to an 
individual measured in gratifications as does the good without 
postponement of possession. But this is merely saying that the 
psychic income derived from the commodity, under the different 
temporal conditions, varies. However, variation in the psychic 
income from a good seems hardly sufficient ground for denial of 
its identity. 

In short, it seems altogether reasonable to say that an eco- 
nomic good as it appears in the market is an objective thing. It 
may stand in different relations to my wants, and possess different 
degrees of utility for me at different times, but it is still the same 
good. Its time relation to me is analagous to its quantity relation. 
The good is not changed in character when its quantity is 
increased ; why, then, is it changed in character when a time rela- 
tion is changed which involves no greater alteration in its utility 
to me than the change in quantity? On the whole, then, it seems 
best to reject the second solution offered in explanation of the 
demand-and-supply potency of the market-time element. 

Having no other present alternative, then, we are obliged to 
fall back upon provisional acceptance of the third solution men- 
tioned earlier. According to this view, time, as it functions in the 
market, is neither an independent good nor an essential element of 
price or good. On the contrary, it is an integral and inde- 
pendently varying element of the market-bargain. From this 
standpoint a good has for the individual who contemplates pur- 
chasing or selling it varying degrees of utility, according to vary- 
ing degrees of postponement of payment or delivery. Conse- 
quently, at any given hypothetical price the quantities of the good 
which the individual will be willing and able to bring forward as 
supply or to demand will vary with each variation in the time 
element, other things being equal. If this be true, the demand or 
supply of a commodity at any given hypothetical price will be 
represented by varying amounts as the time element varies. We 
are brought, in short, to look upon our cash-immediate delivery 
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schedules illustrated on page 423 as expressing one of a 
great variety of possible correlations of quantity price and time in 
connection with the demand and supply of a commodity, all of 
which together constitute the general demand and supply of the 
commodity in question at any given place and time. In short, we 
seem driven to the conclusion that the demand and supply of any 
commodity at any place and time must: be represented by a series 
of schedules, each of which represents the amount of the com- 
modity in question which prospective purchasers and sellers 
respectively are, or are imputed to be, willing and able to take 
and to offer at all possible hypothetical prices, in consideration of 
a specified time or times of delivery and payment. 

In order to make this statement perfectly clear, and to furnish 
an unequivocal basis for the determination of the question whether 
or not we have really reached a true and final expression of 
market demand and supply, we must have concrete illustration. 
It is understood, of course, that, according to the view stated 
above, every possible essential variation in the bargain-time ele- 
ment results in a distinct demand or supply schedule variation. In 
order to make possible any practicable concrete illustration, then, 
we must make a selection of temporal market-bargain variations. 
Let us then select on the basis of bargain types. 

A little consideration shows that there are at least four pos- 
sible distinct types of bargains in the market resulting from varia- 
tions in the time element. There is, first, the simple cash bargain 

a purchase and sale on the terms of immediate payment and 
immediate delivery; secondly, the simple deal in futures—a pur- 
chase and sale for future delivery and future payment; thirdly, 
the credit sale, which calls for immediate delivery and future pay- 
ment; and, fourthly, conceivably, a bargain which calls for im- 
mediate payment and future delivery. With the exception of the 
first, each of these types, as indicated above, is capable of infinite 
specific variation through variation in the extent of the time 
allowed for payment or delivery ; but we may assume, for illustra- 
tive purposes, that each type is invariable. We obtain thus in the 
case of commodity x the following concrete illustration of our 
last conclusion in regard to the nature of demand and supply as 
correlations of the factors—quantity, price, and time: 
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"It is understood, of course, that these schedules, represent only arbitrary 
portions of the actual demand and supply of a commodity. A complete repre- 
sentation would show the quantities taken and offered at all possible hypothetical 
prices and for all possible times of payment. It is also to be understood that the 
relation here taken between the amounts demanded or supplied and the corre- 
sponding basis is arbitrary. 
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By a process of exclusion we seem at last to have reached, 
then, a final conclusion in regard to the demand-and-supply 
potency of the bargain-time element. This conclusion must, how- 
ever, be taken merely as provisional. The thoughtful reader will 
immediately be assailed with doubts as to the validity of the results 
attained. One of these sources of doubt may be easily eliminated, 
but others can be adequately discussed only in the sequel. 

The query which may be at once disposed of is this: Is it not 
possible to unite in the one case the various schedules here assumed 
to represent demand, and in the other those assumed to represent 
supply, so that in each case we may have a single comprehensive 
and unified expression? Certainly the mind naturally strains 
toward this conclusion, and at first blush this seems to be a valid 
assumption. Careful examination, however, seems to show that 
such union is impossible. We may say, indeed, that altogether 
these schedules represent total demand and supply for the com- 
modity supposed to be in question. But when we attempt to go 
farther and affect their actual summation, we find at once that we 
are attempting to add discrete things. It is like trying to add 
four apples and five pears. To show this clearly, let us take the 
simplest illustration. 

Suppose that at the hypothetical price, five cents, the demand 
for x could be represented thus: 

Ten units where cash is to be paid and delivery is to be immediate. 

Twelve units where three months’ credit is to be allowed and delivery is 
to be immediate. 

Eight units where cash is to be paid and three months is to be allowed 
for delivery. 

Eleven units where three months’ credit is to be allowed and delivery is 
to be three months postponed. 

A mere glance at this concrete example shows that here we 
have three distinct elements to consider, and it is manifestly im- 
possible to represent their combined results in a two-element 
schedule, unless we can find a method of reducing the third ele- 
ment to terms of one of the others. If the preceding argument 
has been followed, the impossibility of this reduction will not be 
doubted. These schedules, then, must be regarded as independent 
and irreducible. In this view no single and unified expression of 
total demand and supply is possible. 
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It should now be obvious that the result which we have 
reached is altogether incompatible with the naive assumptions 
which have been current in economic discussion in regard to the 
nature of demand and supply, and the simplicity of the manner in 
which they determine the price of any commodity. In conse- 
quence, we should assign these assumptions to the limbo of once 
useful, but now outworn, machinery of discussion. But conceding 
this does not necessarily stamp with approval the machinery 
which we have installed. Indeed, if the demand and supply 
of a commodity are to be represented at any time and place 
by the irreducible schedules which we have constructed, and 
if it is still to be postulated that demand and supply deter- 
mine price, the question how this result is accomplished pre- 
sents a most complicated aspect, which at once involves us in a 
serious dilemma and casts the gravest doubt on the finality of our 
conclusion as an expression of specific market demand and supply. 
Do these irreducible schedules altogether determine the market 
price of the commodity? If so, are all those representing respec- 
tively demand and supply of equal or of varying importance? 
How shall we determine the part played by each—their relative 
importance? But how, after all, is it possible to conceive of the 
process by which these distinct and irreducible schedules unite to 
determine a single market price? On the other hand, if we 
abandon the notion that demand and supply as a whole determine 
market price, must we not assume that each pair of schedules 
determines a price? If so, which of the various possible prices is 
the market price we are seeking? That is to say, which are the 
demand and supply of which economists have been so fond of 
discoursing ? 

Evidently, on the basis of our present conclusions, if we are 
to retain the demand-and-supply formula, we are driven to choose 
between two alternatives: (1) either we must reject the single- 
market-price theory and say that a given commodity may have a 
great number of prices in the same market at the same time; or 
(2) we must abandon what might be called the single-market 
theory and say that there are as many distinct markets for a com- 
modity at a given time and within a so-called competitive area 
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as there are distinct types of bargain based on differences in time 
of payment and of delivery. If we accept the second alternative, 
we abandon the notion that demand and supply as a whole at any 
time and within any so-called competitive area determine the 
price of a commodity, in favor of a specific demand-and-supply 
formula, assuming practically that each pair of irreducible de- 
mand-and-supply schedules represents the demand and supply of 
the commodity in a different specific market. 

Intelligent choice between these alternatives can evidently be 
made only after a careful consideration of the nature of a market. 
We find ourselves, then, committed in the further prosecution of 
our problem, precedent to the discussion of the market process, to 
a study of the nature of markets, and the specific character of 
market demand and supply. In this study we shall be obliged, 
among other things, to determine (1) to what extent, if at all, 
there may be various independent markets for the same com- 
modity within a so-called market area, (2) whether or not the 
essential nature of a market varies with the character of a good, 
and (3) whether it is possible to find single universal expres- 
sions respectively for specific demand and supply in all markets 
and for all kinds of goods. 

Rosert F. Hoxie 


UNIVERSITY OF CHICAGO 





TRADE COMBINATIONS IN CANADA 


The growing tendency of corporations to seek to avoid the 
disastrous effects of unregulated competition, by means of some 
form of agreement or combination among themselves, has rendered 
the question of government regulation of these bodies imperative. 
Until a comparatively recent period such combinations could be 
prosecuted in courts of law only under the common law which 
declares unlawful any combinations in restraint of trade as being 
contrary to public policy, and makes void any agreements for this 
purpose. Owing to the many conflicting interpretations of this law, 
and to the fact that, of course, no penalty was attached to its viola- 
tion, the public were practically unprotected against the actions of 
these combinations, which often possessed unlimited power in their 
special spheres, with regard to the control of the means of production 
and distribution of the commodities in which they dealt. 

Various laws have been enacted in Canada from time to time 
for the purpose of setting due bounds to the operations of trade 
combinations and of more accurately defining the interpretation of 
the common law with regard to restraint of trade. The purpose of 
the present article is to discuss this legislation, and to indicate the 
extent to which it has been of use in combating the evils to which 
such combinations have given rise. 

By the British North America Act of 1867 the regulation of 
trade and commerce is expressly placed under the jurisdiction of 
the Federal Parliament. All legislation relating to trusts and com- 
bines has accordingly been enacted by the central government. 

The first time reference was made in Canadian legislation to com- 
binations in restraint of trade was in the Trade Union Act of 1872, 
embodied in the Revised Statutes of 1886, which declared that the 
purposes of any trade union shall not, by reason merely that they 
are in restraint of trade, be deemed to be unlawful so as to render 
members liable to prosecution for conspiracy, or to render void any 
agreement or trust. This follows closely the wording of the British 
Trade Union Act of 1871. 

The next legislation dealing with trade combinations was passed 
in 1889, when it was declared unlawful for any person to conspire 
or agree with any other person or with any transportation company— 
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a) Unduly to limit the facilities for transporting, producing, 
manufacturing, or dealing in any article of trade or commerce; or 

b) To restrain or injure trade or commerce in relation to any 
such article; or 

c) Unduly to prevent, limit, or lessen the manufacture or produc- 
tion of any article ; or 

d) Unduly to prevent or lessen competition in the production, 
manufacture, purchase, sale, transportation, or supply of any article 
of commerce. 

The penalty for offenses against this act was fixed at a fine of 
not more than $4,000 or less than $200, or imprisonment for not 
more than two years for an individual, and a fine of from $1,000 
to $10,000 for a corporation. The Trade Union Act of 1886 declared 
that the purposes of any trade union shall not, by reason merely that 
they are in restraint of trade, be deemed unlawful, but the provisions 
of the Act of 1889 dealing wtih combinations in restraint of trade 
were to be construed as if this section of the Trade Union Act were 
non-existent. 

In the Criminal Code of 1892 a conspiracy in restraint of trade 
is defined to be an agreement between two or more persons to do or 
procure to be done any unlawful act in restraint of trade, and every 
person is declared guilty of an indictable offense who conspires, or 
agrees with any other person or transportation, unlawfully to per- 
form any of the acts mentioned in the Act of 1889, which is quoted 
above. The purposes of a trade union are again declared not to be 
unlawful by reason merely that they are in restraint of trade, within 
the meaning that “no prosecution shall be maintainable against any 
person for conspiracy in refusing to work with or for any employer 
or workman, or for doing any act or causing any act to be done for 
the purpose of a trade combination, unless such act is an offense 
punishable by statute. 

It was discovered that there was a great difficulty in securing 
convictions under this act, for the reason that the prosecution was 
compelled to show that there was an unlawful conspiracy, and in the 
Criminal Code of 1900 a clause was therefore substituted in which 
the word “unlawfully” was omitted, with the result that all combina- 
tions unduly to restrain trade were made indictable offenses. The 
burden of proof was thrown on the defendants. 

The most noteworthy applications of this legislation were made 
within the last year, when legal proceedings were instituted against 
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the Master Plumbers’ Associations of Toronto and Hamilton, a 
number of wholesale firms dealing in plumbers’ supplies under the 
name of the Central Supply Association of Canada, and the Toronto 
Union of Journeymen Plumbers. On April 13, 1905, Mr. J. A. Ber- 
ridge, a master-plumber of Toronto, instituted criminal proceedings 
against the firm of James Robertson & Co. for refusing to sell him 
certain plumbing supplies required in his business. A decision hav- 
ing been given at the preliminary hearing that the charge could not 
be laid against the company, in the following month an employee of 
the company was charged with the offense. Sufficient evidence was 
adduced to show the existence of a combine in restraint of trade in 
plumbers’ supplies, and the case was referred by the police magis- 
trate to the grand jury for trial. 

Criminal proceedings were subsequently instituted by Crown 
Attorney Curry against the Master Plumbers and Steamfitters’ As- 
sociation and the Central Supply Association. During the trial a 
large amount of sensational evidence was adduced, which led to the 
conviction of the two associations, and they were sentenced on De- 
cember 8 to pay a fine of $5,000 dollars each. Directly after the con- 
clusion of this case, four individual members of the Master Plumb- 
er’s Association were placed on trial charged with conspiracy with 
the local union of journeymen plumbers. They pleaded guilty, and 
on the following day were fined various sums ranging from $250 to 
$500. Fines were at the same time imposed on three other master- 
plumbers on the charge of conspiring with other members of their 
Association. 

In summing up the evidence, the trial judge found that the two 
incorporated associations who were defendants in this suit were 
direct successors of associations which had entered into a criminal 
combine as early as 1902, an understanding having existed between 
them prior to the written agreement of 1903. This agreement was 
in force until October 26, 1904, when it was abrogated by the Plumb- 
ers’ Association. According to the agreement, members of the Sup- 
ply Association were to give a-commission of 5 per cent. to the 
Plumbers’ Association on all goods sold to non-members, and a 
commission of 7% per cent. on all purchases by members of the 
association. 

When public tenders were called for, the evidence produced at 
the trial showed that it was the practice of the association for the 
members to arrange among themselves the amount of the lowest 
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tender which would be put in, and the firm which should make this 
tender. Other tenders would be submitted, all of which were higher 
than the one agreed upon, in order to make a display of competition 
and at the same time to procure the carrying out of the arrangement 
among themselves. The tenders were made sufficiently high to pro- 
vide for a bonus to be paid to the other members of the Association. 

In the agreement between the Master Plumbers’ Association 
and the trade union, the former consented to employ none but 
members of the union, in consideration of which the latter agreed, 
whenever requested by the association, to call out their members 
employed by master-plumbers outside of or at variance with it. 

All the other members of the Master Plumbers’ Association were 
subsequently prosecuted on similar charges of conspiracy, and, on 
their entering a plea of “guilty,” sixty-eight were allowed to go on 
suspended sentence, and thirty-eight were fined to an aggregate 
amount of $10,200. 

A similar prosecution of master-plumbers was commenced on 
November 30, at Hamliton, which resulted in the conviction of four- 
teen members of the association of that city in the month of March. 
The evidence brought forward was very much the same as that pro- 
duced at the trial of the Toronto plumbers. 

Proceedings were also instituted last November against the Do- 
minion Wholesale Grocers’ Guild at Hamilton, as the result of a 
statement made before the Tariff Commission which had been hold- 
ing sessions at that place, to the effect that the Grocers’ Wholesale, 
Limited, had been refused goods by the Redpath Sugar Refining 
Company, on the ground that the latter’s output was controlled by 
the guild. This case is still before the courts. 

An interesting development of these prosecutions was the send- 
ing of a deputation by the Wholesale Grocers’ Guild to petition the 
Dominion government to alter the law against combinations by 
striking out the word “unlawfully” and defining the meaning of 
the word “unduly,” where it occurs in the section of the Criminal 
Code of 1900, under which the proceedings against them were in- 
stituted. The arguments advanced by the guild were to the effect 
that collective action among the grocers was found necessary in order 
to obtain a fair profit, owing to the severe competition in the trade 
from departmental stores and dishonest retailers who did not scruple 
to sell below cost, but under the law as it stands, if any merchants 
unite to secure a fair margin of profit, they expose themselves to the 
risk of being charged with violating the criminal law. 
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It was further pointed out that unhealthy trade conditions cannot 
be ameliorated by individual effort, and that railway companies, tele- 
graph companies, and insurance companies fix their rates by collect- 
ive action; that physicians regulate their fees by collective action ; 
that lawyers call legislation to their aid to secure reasonable remun- 
eration for their work ; and that trade unions are authorized by law 
to combine to secure reasonabie wages. 

The provisions of the Criminal Code of 1892 were found to be 
insufficient, owing to the difficulty commonly met with in obtaining 
sufficient evidence against combines to warrant a trial, on account 
of the secrecy of their proceedings. To meet this drawback, an 
article was inserted in the Customs Tariff Act of 1897, providing 
that— 

Whenever the Governor in Council has reason to believe that with regard 
to any article of commerce there exists any trust, combination, association, 
or agreement of any kind among manufacturers of such article, or dealers 
therein, to unduly enhance the price of such article, or in any way to unduly 
promote the advantage of the manufacturer or dealers at the expense of the 
consumers, the Governor in Council may commission or empower any judge 
of the Supreme Court or Exchequer Court of Canada, or of any Superior 
Court of Canada, to inquire in a summary way into and report to the Governor 
in Council whether such trust, combination, association, or agreement exists. 

2. The judge may compel the attendance of witnesses and examine them 
under oath, and require the production of books and papers, and shall have 
other necessary powers such as are conferred upon him by the Governor in 
Council for the purpose of such inquiry. 

3. If the judge reports that such trust, combination, association, or agree- 
ment exists, and if it appears to the Governor in Council that such disad- 
vantage to the consumer is facilitated by the duties of customs imposed on a 
like article, when imported, then the Governor in Council shall place such 
article on the free list, or so reduce the duty on it as to give to the public 
the benefit of reasonable competition in such article. 


This act was put into operation in 1901 for the first time, when a 
royal commission was issued to Hon. Taschereau, justice of the Su- 
perior Court of Quebec, to inquire into the allegations made by the 
Canada Press Association in a petition to the minister of finance, 
that there existed a combine among Canadian paper manufacturers, 
the effect of which was unduly to enhance the price of news- and 
printing-paper, contrary to section 18 of the Customs Tariff Act of 
1897. 

The commissioner found, from the evidence produced at the sit- 
tings of the commission, that a combination of paper-makers existed 
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under the name of the Paper Makers’ Association, which unduly en- 
hanced the price of paper, at the expense of the consumers, and that 
this combination was illegal, not only under section 18 of the Customs 
Tariff Act, but also under section 520 of the Criminal Code. As 
a result of the report submitted by the commissioner, an order in 
council was passed reducing the duty on news printing-paper in 
sheets and rolls, including all printing-paper valued at more than 
2% cents per pound, from 25 per cent. to 15 per cent. ad valorem. It 
is needless to say that the Paper Makers’ Association thereupon ceased 
to exert any control over the price of printing-paper in Canada, to 
the disadvantage of the consumers. 

A few years later another trust was discovered, which, although 
effectively preventing competition, could not very well be reached 
through the existing laws. This time the trouble was in the tobacco 
trade. In August, 1904, the attention of the Dominion government 
was directed by a deputation of wholesale grocers to the practice 
followed by certain tobacco manufacturers of making exclusive 
contracts with the wholesale dealers, by which the latter agreed not 
to purchase any tobacco from rival manufacturers. These contracts 
had been signed by the principal wholesale dealers throughout the 
country in favor of the American Tobacco Company and the Empire 
Tobacco Company. The latter firm has since been alleged to be a 
branch of the American Tobacco Company. At the time when the 
contracts were first presented to the wholesale houses, such a large 
percentage of the trade was already in control of this company that 
the whoelsalers in their own interests were compelled to sign them, 
as a refusal to do so would involve a serious loss of trade. 

Owing to the fact that tobacco manufacturers are obliged by law 
to hold licenses from the Department of Inland Revenue to carry on 
their business, it was possible to destroy the tobacco trust by declar- 
ing their licenses forfeited, and a law amending the Inland Revenue 
Act was immediately passed along these lines, containing the fol- 
lowing provisions : 

The Minister of Inland Revenue may declare forfeited any license author- 
ized by this act in any case where a person who, being a manufacturer of any 
class of goods subject to a duty of excise, either directly or indirectly— 

a) Makes a sale of any such goods, or consigns them for sale upon com- 
mission, to another person, subject to the condition that the purchaser or the 
consignee shall not sell or deal in goods of a like kind produced by, or 
obtained or to be obtained from, any other manufacturer or dealer; or 
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b) Makes a sale of any such goods, or consigns them for sale upon com- 
mission, to another person, upon such terms as would, in their application, 
give more profit to the purchaser or the consignee if he should not sell or 
deal in goods of a like kind produced by, or obtained or to be obtained from, 
any other manufacturer or dealer; 

And the collector of inland revenue shall thereupon cause a notice of such 
forfeiter to be forthwith inserted in the Canada Gazette, and from and after 
the insertion thereof the license shall be null and void; and no new license 
shali be granted to such person, and no license shall be granted to any other 
person for carrying on any business in the premises occupied by him until 
the Minister of Inland Revenue is satisfied that the dealings above referred 
to have ceased. 

2. The decision of the Minister of Inland Revenue as to whether any sale 
or consignment of goods is, or is not, subject to any such conditions, or upon 


any such terms, as is or are defined in subsection 1 of this section, shall be 
final. 


This act became a law on August 10, 1904, and in the following 
month notice was given to the American Tobacco Company and the 
Empire Tobacco Company by the Department of Inland Revenue 
that they were required to abandon their system of exclusive con- 
tracts, under the penalty of the cancellation of their licenses. The 
contracts were thereupon immediately canceled, and the effective- 
ness of the law is shown in the large number of new brands of 
tobacco which have been placed on the market during the present 
year. 

This brief sketch of the operations of trusts and combines in 
Canada, and the method of dealing with them adopted by the Domin- 
ion government shows that, Canadian legislation, so far as it goes, 
has proved of great practical service in putting an end to unfair com- 
petition in a variety of forms. Combinations of employers, even if 
they embrace all establishments in a particular industry, and are 
therefore practically monopolies, are not forbidden by law, pro- 
vided that they do not encroach on the rights of others, or do not 
otherwise act contrary to the public welfare. In fact, the formation 
of associations of employers according to their trades has developed 
greatly in Canada in recent years—a tendency which has been like- 
wise manifest in the United States, England, and other countries. 
According to statistics recently compiled by the Department of 
Labor of Canada, there are at present 220 employers’ associations, of 
which no less than 84 were formed during the past five years. Should 
any individual, however, find his business unfairly hampered by any 
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one of these associations, or should a consumer find himself pre- 
vented from making his purchases at reasonable rates, ample means 
of redress lie ready at his hand in the shape of existing laws, and 
no person has cause to dread the effects of unjust discrimination or 
unfair intimidation, for which no remedy can be found. 


WILLIAM WILKIE EDGER 





THE GROWTH OF FINANCIAL BANKING 


Statistical evidence, supplemented by the testimony of several 
bankers of high standing, would indicate that the banks of the 
country are each year investing less freely in commercial paper, 
while the bonds, stocks, and other securities owned and the “call” 
loans on collateral represent a steadily increasing percentage of their 
assets. 

The total amount of bonds, stocks, and other securities held by 
all the banks (other than savings banks) reporting to the comptroller 
of the currency in 1905 was approximately $1,874,000,000'—a sum 
equal to 22.43 per cent. of the individual deposits of such banks. 
The investments of the national banks alone bore a ratio of 17.18 
per cent. to their individual deposits, while for the state and private 
banks, and loan and trust companies, reporting, the ratios were 17.27, 
10.29, and 39.68 per cent. respectively. 

The figures for the sixteen years preceding 1905 showing the 
ratios of the aggregate investment in bonds, stocks, and other securi- 
ties (United States bonds excluded), to the aggregate individual 
deposits of the national, state, and private banks, and loan and trust 


*No adequate data concerning the nature of the bonds, stocks, and other 
securities held by the banks are furnished by the comptroller, and there are no 
other reliable sources of information. Nevertheless even the incomplete classi- 
fication of investment items published in the report of the comptroller is significant. 
The unclassified bonds, stocks, and other securities held by 9,505 state and private 
banks, loan and trust companies, of the United States about June 30, 1905, 
amounted to $1,132,000,000 (exclusive of United States, state, county, and 
municipal bonds, railway bonds and stock, and bank stock). No doubt many of 
the unclassified items belonged under the excluded heads, being marked “unclassi- 
fied” through lack of information. At the same time, the bond and stock holding 
(exclusive of United States bonds) of the national banks exceeded $677,000,000. 
A classified table of bond investments alone has been prepared by Mr. William C. 
Cornwall, of the banking house of J. S. Bache & Co. (Bonds as a Safety Reserve 
for Banks). He has based his estimates of the total bond holdings of the national 
and state banks and trust companies of the United States upon returns received 
from about 4,000 banks giving information as to the amount and character of 
bonds held by them. Out of a total estimated bond investment of approximately 
$1,770,000,000, the railway bonds amount to $915,000,000, the municipal bonds to 
$513,000,000, and the miscellaneous bonds to $286,000,000. It is interesting to 
know that out of these $286,000,000 of miscellaneous bonds, $47,000,000 were held 
by banks in New York City, and $30,400,000 by banks in Philadelphia. In view 
of the iarge percentage of investments admitted to no definite classification, there 
is a wide field for conjecture as to the character and the diversity of the interests 
that they represent ; and any conclusions that may be reached on this subject must, 
in the nature of the case, be arrived at by inference from certain known, presum- 
ably related, facts. 
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companies, reporting to the comptroller within that period, are as 
follows : 

1889 .... 8.25%  1894....13.96%  1898....14.58%  1902....18.25% 
1890 ..... 8.94%  1895....14.04%  1899....15.79%  1903....20.4 % 
1891 ..... 9.48%  1896....15.37%  1900....17.66%  1904....21.95% 
1892 ....10.14%  1897....14.95%  Ig01....18.03% 1905 ....22.43% 
1893 ....12.41% 

The percentages for the national banks alone are somewhat 

lower: 
1889 .... 7.18%  1894....11.09%  1898....12.11%  1902....14.79% 
1890 .... 7.24%  1895....11.36%  1899....12.66% 1903 ....15.69% 
1891 .... 7.78%  1896....11.71%  1900....14.11%  1904....16.5 % 
1892 ..... 8.68%  1897....1t.16%  1901....14.73%  1905....17.18% 
1893 ....10.14% 

Considering the rapid advance shown in the percentage of direct 
investments in stocks and bonds to individual deposits, and taking 
into account the fact that all increasing proportion of these individ- 
ual deposits grow out of loans on stock-exchange collateral,? it 
becomes at once apparent that investments in commercial paper are 
each year decreasing in relative importance. 

It should be noticed that even during the period of liquidation 
and depression lasting from 1893 to 1897 the banks continued to 
enlarge the proportion of their stock and bond investments, while 
with the return of more prosperous conditions in 1897 a fall in the 
ratio took place, followed, however, by a quick recovery and a subse- 
quent sustained advance. It is probable that after the panic of 1893 
the banks, though continuing to contract their general operations 
and busily accumulating a surplus reserve, were unable to dispose of 
their stock and bond holdings to any extent, given the unfavorable 
financial conditions, while at the same time they were no doubt com- 
pelled to take over large amounts of securities held as collateral in 
lieu of the payment of loans. In consequence a certain amount of 
these securities would be disposed of as soon as a market for them 
could be found, and the general movement toward increased invest- 
ments in corporate issues would thereby suffer a temporary check. 

The marked advance in the percentage of “stocks, securities, etc.,” 
to capital, surplus, and undivided profits furnishes additional cor- 
roboration of the growing importance of such investments. The 
figures for the national banks taken for a series of years indicate 
an astonishing rate of increase: 

". & dD 
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THE RATIO OF THE “STOCKS, SECURITIES, ETC.,” HELD BY THE NATIONAL BANKS 
OF THE U. S. TO THEIR CAPITAL, SURPLUS AND UNDIVIDED PROFITS 
..12.21% 1894....19.27%  1898....26.52%  1902....41.05% 
...-12.02% 1895....19.61%  1899....33-5 %  1903....39.59% 
..12.41% 1896....19.19%  1900....36. % 1904....43.52% 
....15.04% 1897....21.61% 1901 ....41.31%  1905....46.98% 
-- 14.44% 


For the state banks alone the stock and bond investments in 1905 
were equivalent to 68.37 per cent. of their capital, surplus and undi- 
vided profits; for the private banks the ratio was 40.73 per cent.; 
while for the loan and trust companies it rose to 129.56 per cent. 

A pronounced tendency of present-day banking is found in the 
relative decrease in the size of the capital account compared with the 
magnitude of the general business that is carried on.’ As the opera- 
tions conducted by the banks upon a given capital continue to become 
more extensive, the greater the necessity under which they lie of 
having their assets in forms capable of safe and easy liquidations. 
In view of this fact, the figures showing the high percentage of stock 
and bond investments to total capital, surplus, and undivided profits 
become highly significant. As to how far such investments can be 
utilized to meet the need for readily convertible assets is a question 
to be discussed later. 


Demand loans protected by a pledge of “stocks, bonds, and other 
personal securities” also give employment to a much larger propor- 
tion of the resources of banks than formerly. The ratio of these 
demand loans to the total loans of the national banks of the United 
States, and of New York City, for a series of years are as follows: 


1889 ....14.08%  1894....13.81%  1898....17. 22%  1902....21.54% 
1890 ....13.79%  1895....13.91%  1899....22.14%  1903....20.6 % 
1891 ....13.38%  1896....13.81%  1900....21. 45%  1904....21.91% 
1892 .....12.69%  1897....15.G1% I901....22.05%  1905....21.36% 
1893 ....13.990% 


THE RATIO OF THE DEMAND LOANS SECURED BY “STOCKS, BONDS, AND OTHER 
PERSONAL SECURITIES” TO THE TOTAL LOANS OF THE NATIONAL BANKS OF NEW 
YORK CITY 


1889 ....35.99%  1894....32.06%  1898....38.53%  I902....43.45% 
1890 ....34.45% 1895 ....32.62%  1899....42.09%  1903....44.56% 
1891 ....37.73%  1896....32.61%  1900....44.72%  1904....48.58% 
1892 ....34.21%  1897....35.51% 1901 ....44.37% 1905 ....47.86% 
1893 .... 33.41% 

*On this point see Cleveland, The Bank and the Treasury, p. 5; also chart 
opposite p. 8. 
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The national banks of New York City show considerably higher 
percentages, the funds deposited with them by outside banks helping 
to swell the total amount of such loans. 

If it is borne in mind that “call” loans are employed almost 
exclusively in stock-exchange transactions, and that stock-exchange 
securities are in nearly ali cases pledged to their redemption, then 
the statistics given make it possible to conceive of the immense indi- 
rect interest which the banks (especially those of New York City) 
have in speculative operations. No account has been taken, more- 
over, of the collateral loans on time, many of which are secured for 
the purpose of carrying through sustained speculative and financial 
operations. 


Notwithstanding the incomplete nature of the evidence adduced, 
it fairly well demonstrates the radical change in banking methods 
that has been taking place during the last ten or fifteen years. The 
reasons for such a change, however, furnish occasion for disagree- 
ment. Have the banks deliberately branched out into a new field of 
activity? Have the exigencies of the modern industrial situation of 
corporate organization and control forced a departure from the older 
forms of commercial banking? Or has the pressure come from cer- 
tain individuals who have effected an entrance into the banks for the 
purpose of directing their resources into channels advantageous to 
themselves? A deal of adverse comment is preferred against the 
banks for engaging in, what has been aptly termed “financial,” in con- 
tradistinction to commercial, banking. In general, critics have pro- 
ceeded on the assumption that the promoter and the speculator on the 
one hand, and the banker on the other, are to be conceived of as dis- 
tinct personalities ; and they regard any community of interests that 
may exist among these individuals as having grown out of an illegiti- 
mate expansion of banking activity, initiated in the first instance by 
the banks themselves. Even when a change in banking practice is rec- 
ognized and upheld as the result of a change in the modern industrial 
organization, the banks are still regarded as more or less independ- 
ent agents actively extending the range of their influence and enlar- 
ging the number of their interests. There is considerable evidence, 
however, to support the statement that the banks, far from acting 
independently, operate as part of a larger industrial and financial 
whole, and that the union of the principal banking, trust, and insur- 
ance companies of the country, which has progressed so rapidly of 
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late years, merely reflects the trend of development of this more com- 
prehensive alliance. It is, in fact, but one aspect of the general 
movement toward an extension of investment interests together with 
a concentration of group control which has been so characteristic of 
the past decade. It is the necessary consequence, as it is the essen- 
tial condition, of the effectual carrying through by large groups of 
investors of big railroad and industrial enterprises. Each group 
has its own financial backing which it brings to the support of any 
undertaking, and when several groups combine, their several financial 
interests also become allied. 

From the point of view, then, of the financiers in control, the 
banks are but tools for the legitimate furtherance of certain ulterior 
ends. As promoters and underwriters, these men are impelled to 
find a market for the stock and bond issues of the companies they 
foster, and they are greatly concerned in the maintenance and 
advance of the prices of such stocks and bonds. Hence it is that the 
banks are to be found investing largely in corporate issues. For 
these reasons they underwrite securities ; effect more or less perma- 
nent as well as temporary purchases to relieve a “congestion” in the 
stock market; grant loans to corporations, receiving their evidences 
of debt as collateral ; and make advances to speculators, who in some 
instance are in control of the banks extending the loans.* 

But the reasons just advanced are not those generally alleged to 
be responsible for the accelerated investment in stocks and bonds. 
It is said to be caused in part by the difficulty encountered in obtain- 
ing good commercial paper to discount. The implication is that the 
trusts have absorbed the most prosperous and the safest of the 

*The National City Bank may be cited as an illustration of an institution 
dominated by financiers rather than bankers, proper. It was not until the Stand- 
ard Oil group had developed into a fairly important investment power that the 
National City Bank began to be generally identified with it (1893 or 1894). By 
that time the interests of the group were sufficiently extensive to make the control 
of such a financial agent highly desirable. Standard Oil men were in control of 
rich ore properties (the Minnesota Iron Co. and the Lake Superior Consolidated 
Iron Mines Co., for example). They were in western railroads, such as the North- 
ern Pacific and the Missouri, Kansas-& Texas. They had holdings in eastern 
roads (the New York, New Haven & Hartford, the Ohio River Railroad Co., and 
the Delaware Lackawanna Western). Some of the group were identified with the 
National Lead Co., and others with the American Cotton Oil Co., while a few were 
beginning to be interested in street-railway and electric-lighting properties. As 
Standard Oil men continued to extend the scope of their investment activities and 
came into increasingly closer contact with other large financial groups it followed 
as a matter of course that the National City Bank should extend its connections. In 


May, 1897, it absorbed the Third National Bank of New York; in February, 1898, 
it secured control of the Second National; in March, 1900, the Fidelity National 
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present-day firms—those whose paper would be worthy of accept- 
ance, in short. There are, to be sure, no available statistics regarding 
the amount of commercial paper of good character waiting to be dis- 
counted in any community, but complaints are not wanting that the 
banks have at times disregarded the legitimate demands of applicants 
for commercial loans because they had utilized their resources in 
purchases of stocks and bonds and in loans on collateral made in the 
interest of important financial groups.® 

The main plea, however, urged in favor of both direct and indi- 
rect investments in corporate securities is that they are peculiarly 
safe assets because of the facility with which they can be turned into 
cash in case of emergency. For the individual bank, it is true, such 
holdings afford a means of realizing quickly in time of need. Under 
favorable circumstances they are no doubt superior in this respect to 
commercial paper having from thirty to ninety days or even longer 
to run, since stocks and bonds (long-time obligations of their issuers 
though they be) can usually find a ready market. Collateral loans 
payable on demand are also easily collectible so long as the speculator 
to whom the loan has been granted can obtain accommodation else- 
where. But what will be the result of an attempt on the part of all 
the banks to liquidate, as in times of crisis? To what extent will 
they be able to convert their standard investment securities (their so- 
called second reserves) into cash? How far will they be able to 
protect themselves by calling in their loans on collateral? It has 
already been stated that during the period of financial depression 


was launched as a National City concern. In May the Bank of the Metropolis be- 
came allied, and in August of the same year it was reported that 1,000 shares of 
the Lincoln National had been bought. In June, 1901, interests connected with the 
National City began negotiating for control of the Columbia Bank, which was 
finally secured, as was the National Butchers’ and Drovers’ the following No- 
vember. It is significant that this remarkably rapid expansion should have taken 
place during the period of greatest trust-building activity (1897-1901). 

On the directorate of the National City itself various important financial 
interests have come to be represented, and one or more of its directors are to be 
found on the boards of at least thirty-three prominent banks and trust companies 
of New York, and thirteen or more insurance companies, among them the three 
largest. It is also a matter of common knowledge that the so-called “Morgan 
banks” have intimate working arrangements with the Standard Oil financial insti- 
tutions, and that a practically endless chain of alliances is being established 
through an interchange of directors as well as a shifting of stock-ownership. 


*On this point cf. Cleveland, The Bank and the Treasury, chap. 11, pp. 149, 
155, 156, W. R. Lawson, “The New York Banks, and the Treasury,” Bankers’ 
Magazine (London), November, 1902, p. 574; A. S. Bolles, “The Responsibility 
of the National Bank in the Present Crisis,” Annals of the American Academy, 
November, 1902. ‘ 
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that occurred in the nineties, the proportion of bank investments in 
bonds, stocks, and other securities continued to increase, declining for 
a time with the return of better conditions; and it was then sug- 
gested that possibly the banks had not found these securities so 
readily convertible in a period of general need as they had thought. 
Suppose, however, a bank does attempt to market its holdings in 
times of pressure. Other banks will be trying to do likewise, and 
their concerted action will undoubtedly have a depressing effect on 
the values of securities in general. Moreover, rising interest rates 
will lead to a heavy unloading by speculators of stocks carried on 
borrowed money, thus serving to add to the selling pressure. On 
the other hand, buyers will be few, and, in view of the high interest 
rates obtainable, the amounts they will be willing to pay for securities 
bearing a fixed rate of interest will in consequence be lower. Clearly 
a would-be seller is at a great disadvantage, and it is highly probable 
that under such circumstances the banks will deem it a wise policy 
to refrain from attempts to convert their “second reserves.’” 
Furthermore, if the banks try to strengthen their position by call- 
ing in their loans on collateral, many borrowers will be compelled 
to sell securities in order to obtain means of payment, thus assisting 
the process of price demoralization ; or the banks may be left with 
the pledged securities on their hands to dispose of as they will. If 
they make efforts to sell this forfeited collateral, a further break in 
prices will ensue. Meantime the steady fall in values necessitates a 
call for additional collateral io support existing loans. The demand 
cannot be met in all cases, with the result that more stock already 
depreciated will be thrown on the market, or else the banks will 
choose the lesser evil of carrying loans with inadequate security 
back of them. They will be hit doubly hard if they refuse accom- 
modation to customers carrying lines of securities in which they 
themselves are interested. If these customers are at the same time 
influential financiers, having a voice in their own management or 
that of allied institutions, there is no question as to the course of 
action to be taken—the banks must see them through at all hazards. 


*“As to state banks, private banks, and trust companies, it is shown that a 
large proportion of the securities owned are in forms not easily marketable when 
occasion required. The national banks have no published statistics of the 
proportion of the several classes of stocks, securities, etc. It is, however, shown 
that about one-half the capital and surplus is invested in stocks, bonds, and other 
securities; it is also shown that the assets yield little support to the credit 
accounts in time of emergency or extraordinary money demand.”—F. A. Cleve- 
land, The Bank and the Treasury, chap. 9, p. 120. 
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That they do not refuse to extend loans freely under such circum- 
stances has been demonstrated several times of late, when the prices 
of certain leading stock-exchange securities have been maintained 
in the face of extraordinary high interest rates.” 

At such periods a vast deal is said concerning the necessity of 
keeping up the “values” of securities, and, as has been previously 
shown, there is no doubt that, for a speculator operating for a rise, 
the bank performs an admirable service, in so far as it assists an 
advance or prevents a decline in the price of the stock he is carry- 
ing. Just so far as the banks themselves are identified with specu- 
lative activities, whether directly by purchase or indirectly through 
loans on stock-exchange collateral, it is to their interest to abet the 
movement toward a higher price-level. Otherwise it is difficult 
to understand just what degree of benefit attaches to them through 
the use of their resources in furtherance of the price-making process. 
They are not helped to the extent that their securities are held as 
investments. If, however, they have bought at one price and are 
unable to dispose of their holdings at a higher, they profit by that 
much. But if all the items included under the head of “stocks, 
securities, etc.,” are the gilt-edged investments they purport to be, 
the fluctuations of price in ordinary times ought to be confined within 
narrow limits.* In any case, the ultimate convertibility of their 
resources, not speculative buying and selling, should be the concern 
of the banks. But conversion on a scale of any magnitude at prices 
arrived at through operations designed to bring about an advance 
is highly improbable. In short, a price-level attained by a series of 
careful purchases and liberal credit extensions must be constantly 
advanced by a sort of continuous process, if the only alternative— 
a sharp decline—is to be avoided. No doubt a judicious application 
of banking resources, such as has been indicated, may lead to an 


7Cf. W. R. Lawson, “The New York Banks and the Treasury,” Bankers’ 
Magazine (London), November, 1902; Noyes, “Finance,” Forum, January-March, 
1906. 


*’ An examination of the course of prices of eighteen to twenty-one approved 
railway bonds from 1896 to 1906, the year 1901 being taken as the base 100, indi- 
cates a range of 91.9 (index number for 1896) to 100.6 (index number for 1902)— 
09 being the index number for 1905. The speculative securities show a much wider 
range: The “industrials” (stocks and bonds), including fifteen to twenty-four 
items, give 75 (index number for 1896) as the lowest point, and 105.4 (index 
number for 1905) as the highest point. The railway preferred stocks (sixteen 
to eighteen quotations) have 66.05 (index number for 1896) as the lowest point, 
and 121.57 (index number for 1905) as the highest. 
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indefinite advance in the prices of securities. But just how long the 
resultant condition of inflation can be supported and maintained is 
gravely problematical. 


ANNA YOUNGMAN 
UnNIvERSITY OF CHICAGO 


PRICES, CREDIT, AND THE QUANTITY THEORY AGAIN 


The appearance of Professor Joseph French Johnson’s Money 
and Currency gives occasion for raising anew certain questions 
regarding the effect upon prices of quantity of money and credit. 
Professor Johnson’s treatise covers a wide field, including value of 
money, credit, monometallism, bimetallism, domestic and foreign 
exchange, fiat money, and the history of money in the United States. 

It may be noted in passing that on the whole, the descriptive por- 
tions of the book are well done—in some cases exceptionally well 
done—and though one may differ with the author on questions of 
theory, in most cases his position is at least clearly expressed. One 
or two exceptions to this will be pointed out. There seem, however, 
to be serious defects in the theoretical part of the discussion, and it 
is to these that attention is here, perhaps somewhat ungraciously, 
directed. 

Concerning the uses of money our author declares: 

Exchangeability is the only utility possessed by money, and it is on 
account of this utility, and this only, that it is wanted. Money performs 
a specific service for men, like a hoe or a knife, and is wanted for no other 
purpose. (P. 11.) 


Regardless of his position that money was probably used as a 
medium of exchange before it was employed as a standard of prices 
or value, is it true that money is wanted for example in bank reserves 
exclusively as a medium of exchange? Is there not rather a portion 
of money here which is constantly reserved from this use? Does 
it not serve to insure solvency of the financial institution, and to 
make its credit instruments acceptable? So also of the reserve held 
in the United States Treasury. The author would doubtless say that 
this use grows out of its use as a medium of exchange. Possibly; 
but even so it does not follow that the two uses resolve themselves 
into one because the second grows out of the first. 








444 JOURNAL OF POLITICAL ECONOMY 


Again, the author intimates that other writers have been led into 
error by assuming that the value of gold is constant, and that gold is 
therefore a perfect standard for deferred payment. The reviewer 
does not know of any economic work where this assumption is made. 
Business men may unconsciously assume the stability of the value of 
gold, but economic writers on this question have generally asserted 
the contrary. In discussing the functions of money, Professor John- 
son seems to have been led to extremes by an overzeal for refuting 
theories of other writers on the subject. But in fact, incredible as it 
may seem, he has left this question in even greater confusion than 
he found it. 

In his discussion of the value of money, our author has 
adopted the well-worn demand-and-supply explanation, defining 
demand as follows: 


By the demand for money in a country is meant the general need or desire 
in that country for utility in a form possessing universal and immediate 
acceptability. This evidently depends on the volume of business transactions, 
upon the population of the country, the qualities of goods they produce and 
exchange, their customs with regard to the use of credit as a medium of 
exchange, and their habit with regard to the keeping of sums of money on 
hand. (P. 19.) 


This statement is modified as follows: 


No matter how strong may be the desire for money, if the desire lead 
to no exchange, and so does not call for the use of money, it is no part of 
the economic demand for it. (P. 21.) 


Although demand is held to mean desire, desire seems to be measured 
by the number of money units required to make exchanges, and to 
depend largely on volume of business. Nothing is said in this con- 
nection about demand at a given price-level. One is left here with 
the impression that increase in volume of business necessitates 
increase in amount of money ; but elsewhere one learns: 


The desired amount of money utility will always be in existence, for it is 
created by the need for it. If the supply of money is $1,000,000, the need for 
value in a form immediately exchangeable will give to that million dollars a 
purchasing power sufficient to render it capable of transacting all the business 
of the community. ... . Thus the supply of money varies in value automat- 
ically, always tending to equal the demand. (P. 28.) The stock of money in 
a country under normal conditions always represents and measures the real 


need or demand for money utility. (P. 24.) 
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Would our author then measure demand by a stock of money or 
by a value of money? He says in one place that a given stock of 
money, $1,000,000 for example, may automatically meet any increase 
in demand for money. In another place he says: “The demand for 
money is measured by the amount needed to make exchanges and 
to serve as a store of value for use in future exchanges “(p. 22). 
The whole study of demand and supply is clouded by the confusion 
indicated in the above quotations. To speak of amount of money 
needed unless a definite price-level is involved is a hopeless confusion 
of words, just as it is to speak of an increase in demand for goods 
without specifying price. Evidently the important quantities for the 
author’s theory are number of money units and volume of goods 
exchanged. The quantities involved can be algebraically expressed, 
and there is no reason for confusing the discussion with expressions 
involving quantities of utility and desire. If it is worth while to hold 
a quantity theory at all, it is worth while to express it in a quantita- 
tive algebraic ratio. For a clear expression of the quantity theory 
the author would be practically driven to the method which he criti- 
cises in J. S. Mill’s work (p. 20). An expression of demand for 
money in terms of the quantity of goods exchanged at a given 
price-level is the method employed by Mill, although he is not care- 
ful to mention the question of price-level. The author practically 
comes to this expression of the theory in paragraphs 78, 79, 80, 81, 
and his meanig here becomes clearer. 

In these paragraphs, however, and throughout Professor John- 
son’s discussion, it is assumed that the whole stock of money is con- 
stantly employed. Now, a careful observation of the relation of bank 
reserves to loans and discounts during the past fifteen years will 
show that this is an error. The period from 1893-97 may be taken 
for illustration. A comparison of reserves with loans and discounts 
quoted weekly in the Banker’s Gazette of The Commercial and Finan- 
cial Chronicle, shows that at times a rather large amount of money 
lies idle in bank reserves. When some articles are cheapened and 
their quantities are not sufficiently increased to employ the same 
amount of purchasing power as formerly, it does not follow that this 
purchasing power will be immediately employed in buying other 
goods. Again, a very large production of raw materials abroad 
might cause a smaller amount of purchasing power in terms of 
money to be applied in the purchase of American produce. Or fail- 
ure of crops abroad might cause a larger amount of purchasing 
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power to be applied to American produce and raise prices. Or if 
demand abroad falls off this may force the sale of goods at such a 
price as not to employ the greatest possible purchasing power in a 
given country. While during a period of rise in prices, when every 
man is attempting to expand his business, the purchasing power of 
the community may be expanded and bank reserves used to their 
utmost. Certainly the amount of money in a country is not the only 
determinant of prices. All this may not be contrary to the author’s 
quantity theory, but he seems to lose sight of such influences in 
determining prices and price fluctuations. In the past price changes 
do not seem to have been caused by fluctuations in amount of money 
to the extent that our author’s theory implies. Although the author 
emphasizes that enlarged bank reserves take immediate effect, he 
recognizes the influence of varying amounts of credit accompanying a 
given amount of money in causing price changes. Before examining 
this phase of the credit question, however, it may be well to consider 
the author’s theory concerning the foundation of credit. 

He defines credit as a promise to pay (p. 35), and treats it with 
reference to its use as a medium of exchange. 

The basis of credit is confidence. .... This confidence is twofold in 
character. The lender must, in the first place, feel morally certain that the 
borrower is going to be able to pay his debts; that his affairs are in such 
shape, or that his business ability is such, that he will be able to pay the 
debt when due. In the second place, the lender must feel certain that the 
borrower is a man of integrity who will not seek to avoid payment. (P. 37.) 


Throughout the author’s discussion increase in amount of credit is 
assumed to cause price rise by virtue of an increase in confidence. 
In one small paragraph it is vaguely suggested, but by no means 
clearly set forth, that this confidence is in the ability of the borrower 
to sell goods. This idea is more fully expounded in Laughlin’s Prin- 
ciples of Money (pp. 78, 79). A careful analysis of bankers’ loans 
shows that they lend to borrowers, who are supposed to use the 
loan in the purchase or creation of a salable product. The usual 
source of the liquidation of loans is the purchasing power acquired 
by the sale of the goods purchased by the loan or by the sale of some 
other goods. When prices are advancing and profits are high, there 
is no fear that the proceeds of sales will fall below costs, and loans 
are obtained by men who may not possess originally a very large 
proportion of the quantity of funds borrowed. The lender is sure 
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that the proceeds of sales will furnish funds for liquidation of the 
loan. If the market is contracting and prices are falling, the banker 
requires that the borrower own a rather large margin of salable 
product, because of doubt concerning the stability of price. The 
banker knows that, if prices continue to fall, the proceeds of sales 
may not liquidate the loan. Hence all owners of funds and goods 
must accept from bankers a smaller amount of purchasing power, 
and a contraction of credit results. The author, however, explains 
this contraction by the decrease in confidence. If so many learned 
men had not used this word “confidence” as being the basis of credit, 
the student might be tempted to say that it is a good word to cover up 
a vast amount of misconception of the real forces at work causing 
the expansion and contraction of credit. 

Our author also attacks the view that goods are the things loaned 
instead of money. He insists that the bank does loan money and 
credit on the basis of confidence (p. 38). It is perfectly common- 
place that the bank cannot at any moment cash its loans. The bor- 
rower gives his promise to pay in order to get goods or services. The 
sellers of goods and services are perhaps not willing to accept the 
promise to pay of the borrower, because they may not find it generally 
acceptable. The bank, however, transforms a credit instrument not 
generally acceptable into one that is generally acceptable. This has 
been called guaranteeing or underwriting the credit of the borrower.* 
The borrower expects to get goods through the medium of his 
promise to pay guaranteed by the bank. It is possible to conceive of 
a community in which individual promises to pay guaranteed by a 
bank might form the only medium of exchange. In the modern 
business world perhaps the larger portion of the exchanges carried 
on between large dealers are of this character. The bank is the 
channel of purchasing power, and, when purchasing power resulting 
from the proceeds of sales goes into the bank at approximately the 
same rate as the purchasing power guaranteed by the bank goes out 
to borrowers, the bank is properly performing its function. It must 
keep a reserve, however, since the outgo may at some times have an 
accelerated rate as compared with the rate of the inflow of purchasing 


*In an unpublished manuscript Professor Davenport has shown that the 
province of the bank is that of an underwriter of credit. The bank is the under- 
writer of the borrowers’ promise to pay. The credit thus becomes current as 
purchasing power. Just as the underwriting bank may give securities prestige 
and acceptability, so it may give the promise to pay of an individual general 
acceptability. Consult also W. G. L. Taylor, Journal of Political Economy, June, 
1905. 
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power. The author concludes that “credit is limited, therefore, not 
by a community’s wealth, but by that plus lenders’ estimates of its 
power to produce wealth” (p. 38). It is perfectly clear that the 
number of units of purchasing power is not at any time limited by 
the wealth of the community. It is also clear that purchasing power 
is only a medium through which the borrowers get goods. Prac- 
tically the borrower gets goods from the seller through the medium 
of his promise to pay. There may be an increase of wealth in terms 
of price through the multiplication of promises to pay, but this 
multiplication cannot cause an increase in the amount of loanable 
goods. It seems superficial to consider money or credit as the end 
sought by the borrower. 

A fuller discussion of the theory of credit is found in the con- 
sideration of the loan fund. The following quotations show the 
author’s position : 

The lending power of banks varies with the savings of the people. ... . 
The loan funds in the possession of banks are derived from and are repre- 
sentative of the loanable capital in the country. When the amount of loanable 
capital increases, the amount of loanable funds increases in a corresponding 
degree. .... The loanable capital and the loanable fund of a country are 
practically the same thing. ... . It should be noted that the capital fund of 
a country arises not only from the sale of capital goods, but also from the sale 
of goods that are ready for consumption, which are called “consumer’s goods.” 
(Pp. 130, 140, 142.) 

Now let us take in this connection a quotation from the doctrine 
of credit expounded in an earlier portion of the book: “Credit is 
limited, therefore, not by a community’s wealth, but by that plus 
lenders’ estimates of its power to produce wealth” (p. 39). The 
contradiction in the two doctrines is so plain as to require no com- 
ment. Without discussing in detail any doctrine of loan fund, let us 
assume that our author is right in saying that the loan credits in the 
hands of banks are the loan fund. In which of these two doctrines 
above stated is the author right? Or is he wrong in both? It is 
rather strange that two contradictory statements such as these should 
both be in error, but such seems the case. The loan credit in the 
bank may have its origin in the supposed power of the dealer to buy 
goods and sell them at a price which will cover all costs. If prices 
are not rising, the bank may require a rather large amount of funds 
or salable commodities in excess of the amount used in the purchase 
of goods, as a margin to secure the loan. Although some margin 
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of goods or funds may be required by the banker, the loan seems 
to have its origin in the supposed power and willingness of con- 
sumers to take the goods purcliased at a price such that the proceeds 
of the sale will cover costs and liquidate the credit. The number of 
units of purchasing power in the loan fund does not depend alto- 
gether on the quantity of savings. It seems to have its origin neither 
altogether in the savings of the borrower nor in the savings of others. 
The wages of the consumer may be spent in the purchase of the 
goods, and this may liquidate the credit. 

It is possible now to discuss the doctrine that the loanable capital 
and the loanable fund are the same thing and increase together. Let 
us take the illustration used by the author (p. 140). He says: 

If for any reason, such as a rise in the rate of interest caused by a war, 
a people become more parsimonious and the capital fund of a country sud- 
denly increases, at once there is a strong demand for capital goods and their 
prices rise. 


Is he right here in his assumption of the cause of the increase in the 
loan fund? Does it not take place in an altogether different way? 
Suppose the war occurs in Europe. The large dealers and manu- 
facturers will foresee the price rise, and will at once seek to enlarge 
their business by increasing their loans. The banker also sees that 
these business men will be able to sell an increased amount of goods 
in terms of price, and will therefore be able to liquidate larger loans. 
The amount of loans may evidently increase without any previous 
increase in the savings of capital goods or any other kind of goods. 
Bank credit is used to discount the proceeds of future sales. 

People are not commonly held to become more parsimonious on 
account of a price rise due to prospect of war. The price rise in 
this connection is not commonly caused by an increase in savings, 
but by a sudden multiplication of purchasing power in terms of 
money units. 

After what has been said above, it seems needless to discuss at 
length the statement that the loan fund in terms of the number of 
units of credit-purchasing power always decreases with the decrease 
in the amount of the fund of commodities, or what the author calls 
consumer’s goods and capital goods. If the market for American 
produce is narrowed on account of an abundant harvest and an 
increased manufacture abroad, prices will probably fall, because the 
foreign purchasing power ceases to be applied to the purchase of the 
American goods. Because of falling prices bankers will contract 
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their loans in anticipation of the smaller amount of purchasing power 
in the hands of consumers who must take the product, if it is 
sold. There is as large a mass of goods as formerly, but a contrac- 
tion of the loan fund because of a narrowing of the market for the 
produce. The goods must be sold for less in terms of price than was 
formerly anticipated. Creditors suffer, the banks contract their 
loans, and the result is an overproduction. This means that there 
must be a readjustment of the price-level before the goods can be 
sold. In this readjustment creditors will probably suffer. 

The author’s theories of fiat money and of bimetallism are in 
accord with the quantity theory, which he seems to hold. His infer- 
ences may not be—in the present writer‘s opinion are not—correct 
in every case, and his logic is at times faulty ; but no space can here 
be taken for a full discussion of these points. The author is, 
perhaps, rather too dogmatic in all of his theorizing. While this atti- 
tude does not greatly mar the descriptive portions of his work, it 
produces a rather unpleasant effect in the theoretical discussion. 
The book will undoubtedly find favor as a text, chiefly on account 
of its clear presentation of a wide range of facts. 

SPURGEON BELL 

University oF CHIcaco 


THE BREAKDOWN OF STATE RAILWAY BUILDING IN 
FRANCE? 


In 1878 the French government broke in part with its past policy 
of confining itself to subsidizing private enterprise in the building 
of railways, and itself undertook to build as well as to operate rail- 
ways. At this time the bulk of the railways belonged to the so-called 
six companies. Each one of those companies had a practical monop- 
oly of the territory which it occupied. The manner in which the ter- 
ritory of France was divided between the six companies is indicated 
by the names of the companies: the Mediterranean, the Orleans, the 
Western, the Eastern, the Southern, and the Northern. 

In addition to the foregoing companies, there were numerous small 


? The statistical data occurring in this article, can be found in R. v. Kaufmann, 
Die Eisenbahnpolitik Frankreichs. To guard against such charges as were 
brought against me by a writer in this Journal in March, 1906, I beg leave to 
state that this article was written without any reliance whatever on Mr. v. Kauf- 
mann’s book, either for statements of fact or for expressions of opinion. 
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companies, which built short branch lines for the purpose of con- 
necting outlying districts with the main lines of the six companies. 
Contrary to expectation, those local lines had, in some instances, 
been united into small independent groups that were capable of being 
still further developed into rival systems of one or the other of the 
six companies. That was true especially in the territories served by 
the Northern Railway Company, and by the Orleans and the Western 
Companies. The Northern Railway Company absorbed the smaller 
system of branch lines lying in its territory; but when the Orleans 
Company prepared to execute a similar policy, there arose an agita- 
tion in favor of the state purchase of the lines of the small companies 
operating to the southwest of Paris. The Parliament, therefore, in 
June, 1878, authorized the state to purchase and to operate some 
1,640 miles of railway lying in the territories of the Orleans and 
Western Companies. 

At the same time, the minister of public works, M. de Freycinet, 
introduced into Parliament a bill authorizing the government to build 
in the aggregate 3,875 miles of railway. This mileage consisted of 
a large number of branch lines spread impartially over the whole of 
France. M. de Freycinet himself stated that he had given every 
possible consideration to the wishes of individual members of the 
Chamber of Deputies and of the Senate. In November, 1878, M. 
de Freycinet submitted a “revised” scheme, calling for 4,500 miles 
of line. To that scheme the committee of the Chamber of Deputies 
added 625 miles ; and the Chamber of Deputies and the Senate added 
another 1,030 miles, making a grand total of 5,530 miles of railway 
to be built in the course of the next ten years, and to cost about 
$354,000,000. 

The proposed railways consisted of branch lines which the state 
would have to lease to the six companies, or would have to operate 
under very disadvantageous conditions as short branch lines which 
joined the main lines of the six companies—excepting, of course, 
the comparatively small number of the proposed lines that could be 
united to the state’s railway system lying in the territory of the 
Orleans and Western Companies. The question whether the state 
should lease the proposed lines, or should itself operate them, was 
‘left open. The people were united on the question that the state 
should build railways, knowing that the state would build them more 
recklessly than would companies, even though the latter were substan- 
tially subsidized by the state. On the question whether the state 
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should manage the railways or should lease them, the people were 
divided. Finally, on the question of the prospects of the proposed 
lines, the few people who concerned themselves at all with that ques- 
tion were agreed that for some years to come, few, if any, of the 
lines could be expected to earn even operating expenses ; and that for 
many years to come none of the lines could be expected to earn 
the interest on the money to be borrowed for the building of them. 

Partly for the purpose of meeting what were esteemed to be the 
legitimate demands of trade and transportation, partly for the pur- 
pose of “logrolling” through Parliament the railway bill, M. de 
Freycinet accompanied his proposal to build 3,875 miles of railway 
with the proposal to expend $150,000,000 on canals and river im- 
provements, and $50,000,000 on harbor improvements. In the course 
of the logrolling that raised the railway mileage to be built from 
3,875 miles to 5,530 miles, the proposed expenditure on rivers, 
canals, and harbors was increased from $200,000,000 to $300,000,000. 
M. de Freycinet’s plans embraced some other schemes which it is 
not necessary to enumerate. Suffice it to say that the bill introduced 
in June, 1878, had provided for an aggregate expenditure of $840,- 
000,000; and that the practice of logrolling ultimately raised the 
proposed aggregate expenditure to $1,200,000,000. Public works 
calling for that expenditure were authorized by the act of July 17, 
1879. 

M. de Freycinet, in June, 1878, had looked forward to an average 
annual expenditure of $84,000,000 ; in July, 1879, he had looked for- 
ward to an average annual expenditure of $120,000,000. By Feb- 
ruary, 1883—that is, in the period of three years and eight months— 
the government had spent upon railways and waterways some $835,- 
000,000. For that purpose it had issued $835,000,000 worth of bonds, 
calling for $25,000,000 a year in interest. That sum for interest, as 
well as a part of the operating expenses of the public works con- 
structed, fell upon the taxpayers, the public works not paying even 
operating expenses. 

The reckless expenditure of the state at the rate of over $200,- 
000,000 a year, the war in Tonquin, and the after-effects of the Paris 
stock-exchange crisis of 1882 impaired the public credit to such an 
extent that the government was forced to give up the attempt to com- 
plete the de Freycinet scheme of 1879. The government was obliged 
to ask the six companies to take off its hands the branch lines which 
it had built in their territories, with no regard to their prospective 
earning power, and in accord solely with the practice known as log- 
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rolling. Those branch lines, for the most part, promised not to earn 
even operating expenses. Upon terms which were destined, for 
many years to come, to throw upon the taxpayers enormous annual 
burdens, the six companies agreed to take over from the state, and 
to build, 6,130 miles of line embraced in the de Freycinet scheme of 
1879, as well as 1,000 miles of line authorized to be built subse- 
quently to 1879. 

The state was so handicapped in bargaining with the six com- 
panies that it was unable even to safeguard its interests as repre- 
sented by the state system of railways lying in the territory of the 
Orleans and Western Railway Companies. By the bargain made with 
the Orleans Company in 1883, the state system was reduced from I,- 
640 miles to 1,452 miles; and it was left without access to Paris; it 
was left a mere feeder to the Orleans and Western systems, to which 
it delivers about two-thirds of the freight which it collects. 

The French government in 1878 undertook to build up in the 
territory of the Orleans and Western Railway Companies a state sys- 
tem of railways that should become sufficiently powerful to enable 
the government to coerce the Orleans and Western systems to adopt 
such policies as to freight rates as the government might choose to 
espouse. In addition, the government undertook to satisfy the pop- 
ular demand for additional railways in territories that had been so 
well supplied by the six companies, that there were few, if any, 
chances to build additional lines that would become profitable feeders 
to the lines of the six companies. It is obvious that the task under- 
taken by the government in 1878 and 1879 called for great firmness 
in keeping within reasonable limits the number of lines to be built, 
and for great skill in judging the capacity of the investment market 
to absorb securities issued against unpromising railway ventures. As 
a matter of fact, the government showed nothing but weakness in 
administration, as well as utter failure to adjust its applications to 
the money market to that market’s power to absorb new securities. 
The Chamber of Deputies took the conduct of affairs out of the 
hands of the administration. In doing so, it adjusted its conduct 
solely on the principles of the practice of logrolling. Each deputy 
sought to grab for his constituents all that he could grab, and threw 
the responsibility for his actions upon his constituents. The whole 
episode affords a striking and instructive illustration of “the visible 
helplessness of governments,” to use the illuminating phrase of one 
of the most discerning of statemen, the late Marquis of Salisbury. 


Huco R. Meyer 
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Studies in American Trade Unionism. Edited by Jacos H. Hot- 
LANDER AND GeorGE E. Barnett. New York: Henry 
Holt & Co., 1906. 8vo, pp. v-+ 380. 

Trade Unionism and Labor Problems. Edited avith an Introduc- 
tion by Joun R. Commons. Boston: Ginn & Co. 8vo, pp. 
xiv-+628. 

These two volumes, more especially and avowedly the Studies 
edited by Professor Hollander and Associate Barnett, may be char- 
acterized as reports of progress in the study of the labor problem, 
so far as regards organization of labor into trade unions in the 
United States. 

The Studies are the work of the Economic Seminary at Johns 
Hopkins University, which in 1902 “undertook, under the direction 
of the editor, an investigation of the history, activities, and influence 
of labor organizations in the United States.” 

The collection of essays constituting the present volume are the result 
of these studies. It should be distinctly understood that they mark a stage, 
and not a goal, in the inquiry. It is understood that each investigator will 
examine in turn the experience of all important American unions in their 
relation to the subject of his particular study, and such further inquiries are 
now actually in progress. At the same time, it seems clear that the descrip- 
tion of the experience of carefully selected unions possesses enough value in 
itself to warrant publication. 


An examination of the essays amply justifies the editors in their 
conclusion to publish, and it is sincerely hoped that their plans of 
further work will be fulfilled. 

The several unions of which historical and descriptive studies are 
made in this volume are the Typographical Union, Cigar-Makers’ 
Union, Iron-Molders’ Union, Machinists’ Union, Employees’ Asso- 
ciation, Building Trades, Railway Unions, Knights of Labor, and the 
American Federation of Labor. In each case the organization has 
been selected with reference to some special feature of labor organi- 
zation and practice, and the several essays are presented as special 
“studies” in trade-union government, structure, finances, wage agree- 
ments, collective bargaining, and benefits. 
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Professor Hollander in a brief introductory chapter calls attention 
to the fact that no such systematic and comprehensive study of 
American trade-unionism has been achieved as that done for English 
unions by Sydney and Beatrice Webb and that such a study can 
hardly be undertaken by any single individual, with any very certain 
prospect of carrying it through to completion. It must rather, he 
believes, be a work of co-operation and division of labor. It might 
be observed in this connection that one cannot easily conceive any 
chapter in the Webbs books to have been written by anyone but the 
Webbs themselves, since each chapter manifests a unity of purpose, a 
point of view and an underlying social philosophy common to all 
and somewhat peculiar to the authors. If any paragraph in the 
whole work had been honestly written by another hand, one feels 
that the argument must have faltered. And just those qualities 
which distinguished the Webbs treatises must, it would seem, be 
lacking in any work of co-operation, however well done. It does 
not follow at all, however, that the scientific worth of co-operative 
work is in any way impaired by its lack of single-mindedness. 
Quite the contrary. Single-mindedness not infrequently takes the 
form of narrow-mindedness or prejudice—especially in the social 
sciences. In fact, we are inclined to believe that the appearance of 
two such treatises as the above marks the progress of the social 
sciences from the stage of speculation to that of demonstration. 
Much in the writings of economists, and, with due apologies to the 
sociologists, more that is written as sociology, is not properly 
scientific, but is rather philosophic. Philosophy, whether it be social 
or other, cannot be co-operatively written. It is essentially individ- 
ualistic and opinionative. Science, economic or other, can be 
advanced by co-operative work, since it is positive and descriptive. 
While, therefore, the production of another Jndustrial Democracy or 
Trade Unionism through co-operative effort would be nothing less 
than miraculous, something even more scientific may be achieved. 
The co-operative method is admirably adapted to the gathering of 
material, in the form of historical‘and descriptive essays, upon which 
advance of the science absolutely depends—upon which also it may 
be added, social philosophy itself depends, in so far as it is not purely 
speculative and removed from the real world—that is to say, fictitious 
in character. 

As indicated in the title, the volume edited by Professor Com- 
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mons is somewhat wider in scope than that of the essays considered 
above. The volume constitutes one in the series of “Selections and 
Documents in Economics,” edited by Professor Ripley, of Harvard 
University, and includes, besides “symposiums” and court decisions, 
the writings of some eighteen different contributors. With most 
of the material included economists are generally familiar, but the 
assembling of the material in one volume provides an excellent text- 
book for classes making a study of labor problems. Included in the 
selections are papers by Professor Commons upon “Trade Agree- 
ments,” “The Teamsters of Chicago,’ “The New York Building 
Trades,” “Labor Conditions in Slaughtering and Meat-Packing,” 
“The Sweating System in the Clothing Trade,” and “Slavs in Coal 
Mining ;” a paper upon “The Miners’ Union: Its Business Manage- 
ment,” by Frank Julian Warne ; upon “The Chicago Building Trades 
Dispute of Ig00,” by Ernest L. Bogart; two symposiums deal 
respectively with “Incorporation of Trade Unions,” and “The Negro 
Artisan ;” two chapters present “Court Decisions in Labor Disputes,” 
and “Regarding State Regulation of Employment ;” the other papers 
treat of “State arbitration and the Minimum Wage in Australasia,” 
“Introduction of the Linotype,” “Premium Plan of Paying for 
Labor,” “Employment and Wages of Women and Girls,” “Hours of 
Labor,” “Apprenticeship,” “Labor Legislation,” “Trade Union 
Benefits,” “Empioyers’ Liability,” and “Workingmen’s Insurance.” 

It would quite exceed the limits of a review to undertake any 
detailed comments upon these papers further than to observe that the 
editor has, we believe, succeeded in his effort to create something 
more than “merely a handy volume for reference, or collection of 
original documents,” and has in fact produced a textbook, or rather 
case-book, thereby carrying out Professor Ripley’s intention of 
extending the case system to the teaching of economics. 

Joun CuMMINGS 


UNIVERSITY OF CHICAGO 


The Comedy of Protection. By Yves Guyot. Translated by 
M. A. Hamilton. London: Hodder & Stoughton, 1906. 
8vo, pp. Xxxxi+325. 

The author of the Comedy points out that he might have given 
his treatise a more sounding title than the one he has chosen, such 
as “The Protectionist Tyranny,” or “The Protectionist Oligarchy,” 
or the “Work of Death,” but that he has preferred comedy to 
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tragedy, “because there is much more food for laughter than anger 
in the behavior of Protectionists.” 

Call them [i. e., protectionists] Méline or Chamberlain, their behavior is 
always the same. They are men with a purpose disguised as something else: 
in their search for plausible pretexts they shrink from no absurdities, import- 
ing the miraculous into the hard facts of science. A long familiarity with 
deceit prevents their distinguishing truth from error, and though facts per- 
sistently give them the lie, they still call them to their aid... .. While they 
promote private interests inconsistent with the general good, they dub them- 
selves patriots and benefactors, and declare that their opponents are traitorous 
robbers who have sold themselves to the foreigner; they devote themselves to 
such fatuous tasks as the weighting of the balance of trade and the defence of 
a depreciated currency. .... [The protectionist] says to the electorate, “I will 
make you rich by imposing a tax on you which brings in profit to me.” Then 
the majority applauds lustily and hands over part of what it has to him. 


The above paragraph will sufficiently indicate the spirit in which 
the tariff history of European countries and of the United States is 
reviewed in this treatise. The author is well fortified in his con- 
clusions with statistical data. Tables are generally brought down to 
the year 1905, and the author shows himself to be more or less 
familiar with the historical development of trade policies, from the 
days of Colbert to the rise of Chamberlainism in England. Moreover, 
as may be inferred from the above selection, the author is master of 
a peculiarly effective style, which appears to have been well preserved 
in the translation. In its best portions the treatise is perhaps the 
sprightliest piece of economic writing which has been done into 
English for some years, but it is of uneven quality. The jauntiness 
with which pages of statistics are carried off is truly remarkable. 
In economic texts the case against protection has been so often made 
out that the arguments are familiar to all, and it is probably true that 
there is little, if anything, new to be added on either side, except as 
experience each year, or more thorough historical research, presents 
new data to be examined in light of the old arguments. Many will 
feel that M. Guyot is biased, that-he is an advocate and therefore 
unscientific. It would perhaps be fairer to say that he is inspired 
with a conviction and a purpose.. 

Having followed the historical development of trade policies in 
France, M. Guyot devotes several chapters to a discussion of the 
consequences of protection in that country, entitling this section of 
his essay “The Work of Death.” Here the insufficient diet of a 
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considerable portion of the French population, especially the children 
of the poor, is discussed at length. Following this are sections 
devoted respectively to Mr. Chamberlain’s program in England, 
to protection in the United States, and to the system of national 
economy in Germany. In Book XI “protectionist postulates” are 
set out over against “economic realities,” and in the concluding book 
the author devotes a few pages to a presentation of his own “imme- 
diate programme.” If M. Guyot had not written the Comedy of Pro-. 
tection, it must have been done by Bastiat—at least the better portion 
of it. 

We do not feel, however, that the handling of legislative details 
is particularly effective. One who turns to the section devoted to 
the account of protection in the United States is impressed by its 
scrappiness and incoherency, which amounts in some cases to inac- 
curacy. Were we not familiar with the way foreign economists 
handle American economic history, the inclusion of the following 
summary of our tariff legislation in a treatise which is in many 
respects admirable would seem incredible : 


An attempt to aggravate it [i. e, what the South called the “legalized 
robbery” instituted by the act of 1828] in 1832 led to the Clay compromise in 
1833, which provided that all duties were gradually to diminish until 1842, 
when all were to be reduced to 20 per cent. and a revenue tariff established. 
It was completed by the high revenue tariff of 1846. The Republican party, 
founded in 1856, made protection an article in its programme, but the fiscal 
surplus of 1857 caused a reduction to a scale below that of 1816. During the 
Civil War two tariffs, August 5 and December 24, 1861, raised duties in order 
to obtain revenue. 


With this summing-up the writer passes to the Act of 1883. 
Such a summary is, of course, valueless and misleading, especially 
the inference that our important war tariffs were those of 1861. 
The act of August 5 imposed duties on certain articles which had 
been admitted free, and the act of December 24 put duties on tea and 
coffee, and raised the duty on sugar. The important war tariffs of 
course come later but they are not adverted to. A few pages on, 
in discussing the campaign of 1904, it is stated that: 

In certain states, for example Massachusetts, although Roosevelt polled a 


majority, the Democratic candidate was elected a governor, which showed 
that there were free traders among those who contributed to his overwhelming 


success. 
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Undoubtedly free traders voted for Mr. Roosevelt, but certainly 
American politics is not quite so simple as M. Guyot conceives 


it to be. BM. 


James Gillespie Blaine. By Epwarp Stanwoop. Boston: 
Houghton, Mifflin & Co., 1905. 8vo, pp. 377. 

In view of Mr. Blaine’s prominence as a champion of the protec- 
tive system and of reciprocity, one might have expected to find more 
of interest to an economist in his biography. The absence of any 
extended discussion of Mr. Blaine’s trade policies is probably 
explained in the fact that his biographer, Mr. Stanwood, has written 
a two-volume account of American Tariff Controversies in the Nine- 
teenth Century, in which much material has been introduced which 
might properly have constituted a portion of the biography. We 
cannot help feeling that the biography loses character from this 
omission, and from the introduction of a somewhat too lengthy 
account of certain private transactions admittedly more or less com- 
promising. The reader feels that the author is rather an apologist 
than a biographer, and even that he has not done full justice to Mr. 
Blaine’s astuteness as a politician. Certainly the appeal is rather 
to those whose interests are not primarily economic. 


j.c. 
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